Stock Control and Valuation of Work 
in Progress 


By R. L. ROWE, AC.A.A. 


']N MOST manufacturing businesses 
'4 the accountancy staff is called upon 
‘to produce a monthly profit and loss 
| statement. The form of this statement 
‘will naturally vary very widely, de- 
| pending upon the size of the business 
'and the extent to which top manage- 
‘ment require figures to assist in control- 
‘ling their affairs. The accuracy of these 
‘statements will also vary very widely, 
and the main reason for this is to be 
‘found in the methods used for deter- 
“mining both quantity and value of 
work in progress. 


“Stock Control of Work in Progress. 


' In order to produce accurate figures 
"while they still have value to manage- 
Ment, it is essential that an adequate 
and accurate stock-control system be 
Maintained for all stocks. This is re- 
latively easy for raw material and 
finished stocks, which are in a set form 
and are readily identifiable, but a com- 
Pletely different approach is necessary 
for stock control of work in progress. 


There are a number of reasons for 
and before considering methods 
f stock control and bases for deter- 
hing value of work in progress, it 
May be as well to itemise some of the 
‘@ificulties which must be overcome. A 
of the more important are:— 
' (1) In most cases, the process of 
hufacture changes the form of the 
material, and the standard of 
Measurement or counting changes with 


7(2) In many cases, such as clothing, 
8s, etc., there is an additional com- 
Pucation because of the size factor. 


oe 
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(3) A number of component parts 
may be manufactured separately, and 
either be assembled to make a complete 
unit, or be marketed as spare parts, 
and it is necessary to know the exact 
stage of manufacture of each com- 
ponent or assembly. 

(4) Wastage factors which occur at 
various stages of manufacture must be 
considered. 

(5) The weight of some raw ma- 
terials, and hence work in progress, 
can vary considerably with weather 
conditions, and in these cases it is 
often difficult to ascertain the exact 
quantity of work in progress. This 
applies particularly to the textile in- 
dustry. 

(6) Work in progress at each stage 
of manufacture should include costs 
of labour and factory expense to that 
stage, and this again presents its own 
problems. 

There are various other difficulties 
which may be encountered in establish- 
ing a system to control work in pro- 
gress, but to each difficulty there is a 
solution, and it is possible to establish 
a satisfactory control. 


Methods of Stock Control. 


The generally accepted methods of 
stock control are:— 

1. Physical stocktaking. 

2. A complete clerical control. 

8. Artificial exhaustion of work in 

progress. 

4. Job costing, 
and one of these methods, or a varia- 
tion thereof, can be applied to most 
businesses. 

Dealing with each of the methods 
mentioned, the position generally is:— 
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STOCK CONTROL — Continued 


Physical Stocktaking: 

This consists of a complete physical 
inventory of all work in progress 
which, to be accurate, should be carried 
out on the desired date. 

The process is usually laborious and 
costly, and should only be necessary in 
small concerns where a control system 
would not be warranted, or for certain 
sections of work in progress which 
consist of unused raw materials. 

There are many disadvantages to 
physical stocktaking, some of them 
being :— 

(1) It must usually be done when 
the plant is stopped. This usually 
means that the stock is taken over the 
nearest weekend to the date desired, 
and adjustments are made to the fig- 
ures obtained to correct them to the 
balance date. 

Apart from the fact that weekend 
work may easily involve penalty rates 
for the stocktaking team, the adjust- 
ments necessary to the figures obtained 
leave a margin for error. 

(2) Because of the human element, 
stock can be taken in twice, or missed 
altogether. This can be obviated to 
some extent by a system of ticketing 
stock and collection of tickets by a 
checking team, but errors are still pos- 
sible. 

(3) The stage of manufacture to 
which the work in progress has been 
taken must be ascertained, and this 
may mean that skilled technical staff 
must be used for the stocktaking. 

(4) The work involved in collating 
data and preparing stock sheets fol- 
lowing a physical check is considerable 
and costly. 


Complete Clerical Check. 


This type of control is applicable to 
a large number of industries, where 
work in progress is repetitive and can 
be divided into conveniently handled 
bundles or groups. 

The system consists of a_ stock- 
ledger control of work in progress, by 
sample number. 
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The work in progress is usually sub- 
divided into sections, to provide con- 
trol points. These usually coincide 
with the various departments of the 
business, for example, in a footwear 
factory, the sections would probably 
be :— 


(1) Checking room. 
(2) Machining room. 
(3) Making room. 
(4) Finishing room. 
(5) Warehouse. 


As raw materials are issued for pro- 
cessing, the stock ledger for work in 
progress in the first section is debited 
with the number of units of the par- 
ticular sample to be made from these 
materials. 

The foreman in the section will 
maintain a record of production by 
sample number, and this production 
will be credited to the stock ledger for 
thé first section, and debited to the 
stock ledger for the second section. The 
same procedure will operate through- 
out the factery, so that at any time the 
quantity of each sample at each stage 
of manufacture can be determined 
from the stock ledger. 

This system is capable of great 
elaboration, and a control box with a 
system of numbered production tickets 
which can disclose not only the quan- 
tity, but the ticket numbers of work in 
progress at each stage of manufacture, 
is often used. 

The advantages of the system are:— 

(1) An accurate stock of work in 
progress in each stage of manufacture 
can be obtained quickly and with the 
minimum of effort. 

(2) If physical verification is de 
sired, it can be done by degrees, 
sample number by sample number, at 
any convenient time, and the results 
checked with the stock control. 

(3) By reference to the stock re 
cord, management can _ascertail 


quickly at any time the quantity and 
location of any work in progress. 
(4) The system can be linked with 
production control, and can materially 
assist in sales liaison with customers. 
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STOCK CONTROL — Continued 
Artificial Exhaustion. 


Where a continuous process of manu- 
facture is undertaken, work is usually 
processed in batches. This applies 
particularly to the woollen and worsted 
industries, chemical industries, can- 
neries, dye-making, etc. 

With this type of manufacture the 
products from each batch are always 
carefully segregated as slight changes 
in processing occur from batch to 
batch, due to chemical variations, 
weather, or other causes. 

This fact is used in stock control, 
and the work in progress is always 
kept at a NIL balance. The method of 
doing this is to hold raw materials is- 
sued for processing in suspense until 
the complete finished stock from that 
batch has been obtained. The raw 
materials used are then checked 
against the material value of the re- 
lative finished production, and any dif- 
ference transferred as a variance to 
the manufacturing account for the 
period. 

Obviously, at the stocktaking date 
there will be incomplete batches in 
progress. The procedure for stock 
valuations would be:— 

(1) Extract raw material 
from stock records: 
Extract stock issued and held in 
suspense from stock records; 
Extract finished stock from 
stock records; 

Extract stock from unfinished 
, batches from finished stock re- 
cords. 

The raw material and suspended 
stock will be valued at cost or standard 
according to normal practice. The 
standard material value only of the 
finished stock produced from unfin- 
ished batches will be deducted from 
the total value of the finished stock. 
_This completely obviates any neces- 
sity to check work in progress physic- 
ally, the check being automatically 
made as batches are completed. 

This system requires extreme ac- 
curacy in following batches through 


stocks 
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production, and recording finished pro- 
duction against each batch, but in the 
industries to which it is applicable, 
this recording is vital to top manage- 
ment and is usually most efficient. 


Job Costs. 

The principles of job costing are 
well known, and whilst the system can 
be most efficient, there is usually a 
wealth of detailed recording necessary 
to maintain it, which can lead to in- 
accuracies. 

However, in some industries the 
job-cost system is the only practical 
method of control, and where it is in 
use a system of cross checks to ensure 
that all expenditure is correctly re- 
corded can easily be instituted. 


Valuation. 

Having considered methods of ascer- 
taining the quantity of work in pro- 
gress at any time quickly and ac- 
curately, it is necessary to also con- 
sider methods of valuation. Where 
job costing is in operation, the ques- 
tion of valuation does not create any 
problem, as the quantity is generally 
expressed in money value. 

In most other cases, the best method 
of valuation is to establish work in 
progress sections, as mentioned earlier, 
and to establish costs of manufacture 
for each sample number in each sec- 
tion. 

This can best be done by preparing 
a chart of the operations performed 
and the cost components used in each 
section, which will establish the basis 
for determining sectional costs for 
work in progress. 

As an example, if we take a foot- 
wear factory, the chart may read as 
follows :— 


Processing Chart for Footwear 
Company: 
(a) Clicking Room: 

Operations: 

(1) Raw materials for 
and linings received 
store. 

(2) Uppers and linings clicked. 

(3) Work in progress transferred 
to Machining Room. 


uppers 
from 
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STOCK CONTROL — Continued 


Basis of Stock Valuation of Stock 

in Clicking Room: 

Physical check of uncut 
materials valued at 
ledger values. 


This can be avoided if the exhaus- 
tion method is applied, when stock 
should be nil, and any stock held would 
represent a profit variance. 


raw 
stock 


(b) Machining Room: 


Operations: 

(1) Clicked uppers and linings 
received from clicking room. 

(2) Findings (i.e., cottons, etc.) 

received from raw materials 

stock. 

Uppers and linings machined 

and transferred to making 

room. 

Basis of Stock Valuation of Stock 

in Machining Room: 

(a) Standard material 
clicked sample. 

(b) Standard clicking labour. 

(c) Standard clicking expense. 

(d) Standard cost of clicking 
knives. 


(c) Making Room: 

Operations: 

(1) Machined uppers received 

from machining room. 

(2) Grindery (i.e., soles, heels, 
thread, nails, etc.) received 
from raw materials stocks. 
Uppers attached to soles and 
heels, shoes shaped and pre- 
pared for finishing. 

(4) Shoes transferred to finish- 
ing room. 

Basis of Stock Valuations of Stock 

in Making Room: 

(a) Standard cost as_ detailed 
under machine room. 

(b) Standard machining labour. 

(c) Standard machining expense. 

(d) Standard machining findings. 


(3) 


cost of 


(3) 


(d) Finishing Room: 
Operations: 
(1) Stocks received from making 
room. 


(2) Shoes finished and cleaned, 
laces attached, and _ shoes 
placed in boxes. 

(3) Shoes transferred to ware- 
house. 

Basis of Stock Valuations of Stock 

in Finishing Room: 

(a) Standard cost as 
under making room. 

(b) Standard cost of making 
labour. 

(c) Standard cost of making ex- 
pense. 

(d) Standard 
grindery. 


detailed 


cost of making 


(e) Warehouse: 


Operations: 

(1) Shoes received from finishing 
room, and placed in finished 
stock. 

Basis of Stock Valuations in 

Warehouse: 

(a) Standard cost of sample 
which will be arrived at by 
taking :— 

(1) Standard cost as detailed 
under finishing room. 

(2) Standard cost of finish- 
ing labour. 

(3) Standard cost of finish- 
ing expense. 

(4) Standard cost of finish- 
ing findings (laces, etc.). 

(5) Standard cost of finish- 
ing packing materials 
(boxes, paper, etc.). 

This basis of establishing sectional 
values assumes that any work which 
has not been completed by any one 
room is still in the same state as when 
it was transferred from the previous 
room. 

Should this assumption prove too 
wide, it would be necessary to further 
subdivide the work in progress until 
the desired accuracy is obtained. 

This method of establishing values 
means that stock sheets can largely be 
prepared before the stocktaking date, 
and require only the insertion of quan- 
tities against each sample, and exten- 
sion. The saving in time is consider- 
able, and figures are available much 
faster. 
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STOCK CONTROL — Concluded 


Spoilages and Wastage. 

Allowance must be made in standard 
costs for any spoilage or wastage, 
which occurs, and these allowances 
would be added to the progressive cost 
in the section in which they occur. 


Change of Measuring Medium. 

Where a change in the measuring 
medium takes place during manufac- 
ture, this is usually made when the 
raw materials components of standard 
cost are calculated, and any variance 
in the transitions picked up when the 
change occurs. 


Size Factor. 

Where this problem arises, it is 
usually overcome by establishing an 
average size on which the cost is based. 
A separate record to determine the ac- 
tual average sizes produced in each 
period should also be maintained as a 
check on stock valuations in case a pre- 
ponderance of large or small sizes re- 
sults. Where this occurs it may be 
necessary to revise the standard cost 
in use to avoid under or overstating 
stock values. 


Variation Resulting from Moisture. 

In most industries where this prob- 
lem occurs, work in progress can be 
controlled either clerically or by the 
exhaustion method. Where there is 
an intermediate stage, such as spun 
woollen yarn awaiting weaving, the 
normal procedure is to endeavour to 
control the moisture content as the 
yarn is produced, and to use this pro- 
duction weight as a stock record. An 
allowance is usually made for varia- 
tions, and this allowance is determined 
by experience in each instance. In 
some cases it may take the form of an 
addition to the stock, in others, it may 
be a deduction. 


When Cost System Operates. 

Where an efficient stock-control sys- 
tem is in operation, in conjunction 
with a cost ledger, it may never be 
necessary to take a complete physical 
stocktaking at any one time. 

A system of continuous stock checks 
of raw materials, work in progress and 
finished goods can be adopted, whereby 
sections of the stocks are taken at con- 
venient times, during the year, and the 
physical stocks so obtained are checked 
with the stock controls at the same 


point. 


Growth of the Profession in the U.S.A. 


Mr. Arthur B. Foye, President of 
the American Institute of Accountants, 
announced in January last that the 
number of Certified Public Account- 
ants in U.S.A. has now passed the 
50,000 mark. One-fourth are in New 
York State, and 58% are concentrated 
in the six States of New York, Cali- 
fornia, Illinois, Pennsylvania, New 
Jersey and Texas. 


Mr. Foye said, “at the turn of the 
century there were only 243 C.P.A.’s 
in this country. Early numerical 
growth was slow and there were only 
4,997 practitioners by 1920. How- 
ever, between World War I and World 
War II the number of C.P.A.’s in- 
creased more than 300% and in the 
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last 30 years had jumped about 
1,000%. 

“By comparison the number of law- 
yers increased 47%, the number of 
dentists 26% and the number of doc- 
tors 14% between the two world 
wars.” He forecast that the number 
of C.P.A.’s will double in the next ten 
or fifteen years. 

Despite this dramatic growth, de- 
mand for C.P.A.’s has far out-dis- 
tanced the supply. The American In- 
stitute of Accountants is presently en- 
gaged in an $80,000 national drive to 
recruit capable young people for the 
public-accounting field, and has re- 
cently produced an accounting film to 
inform students of career oppor- 
tunities in accounting. 
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The Economics of Hire Purchase 


By VICTOR L. GOLE 


A paper read to, and discussed by, the Secretarial Practice Group of the Australian 
Society of Accountants, Victorian Division. 


IRE-PURCHASE trading had its 

origin in the very logical and 
reasonable desire of a large section of 
the community to enjoy the use and 
benefits of chattels which they were not 
in a position to pay for outright. The 
majority of people cannot avail them- 
selves of the usual forms of business 
credit, but under the hire-purchase ar- 
rangement, they may procure the use 
of goods whilst paying for them over a 
period of time, by regular instalments. 


It is fair comment to say that the 
original intention was to include only 
those goods which could be classified as 
necessities. Among these would be 
household furniture, domestic appli- 
ances, machinery and equipment—es- 
pecially for the small manufacturer, 
vehicles, and so on. 


The inevitable conclusion was soon 
reached, that this form of trading pro- 
vided an opportunity for increasing 
the distribution of many different 
classes of goods. This enlargement of 
the original concept was concurrent 
with the impetus to industrial develop- 
ment following the first World War. 
In fact, it could be said with every jus- 
tification, that the great increase in 
consumer goods made available by in- 
dustrial development required an en- 
largement of credit facilities if the 
market was to absorb these goods. 


Hire purchase was an answer to this 
need because it is a means of giving 
substantial credit to persons who, 
under usual methods of finance, would 
not be a safe credit risk for the 
amount involved. This enlarged credit 
is possible because ownership of the 
goods does not pass to the hirer until 
all the instalments have been paid. The 
right to repossess on the part of the 
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owner is a valuable safeguard, and the 
hirer is a bailee while the goods are in 
his possession. As such, he is subject 
to certain legal restrictions in respect 
of the goods. 


Growth. 


From a cautious start, and a some- 
what retarded social acceptance, hire- 
purchase trading has become a potent 
force in the national economy. An ac- 
curate measurement of volume in 
monetary terms appears to be some- 
what elusive, particularly when it is 
considered that some businesses 
finance hire purchase transactions of 
their own merchandise within their 
own financial resources, while others 
use the financial facilities provided by 
finance companies, which themselves 
do not engage in merchandising in the 
accepted sense. 


It has been estimated that in the 
years immediately preceding the 
Second World War hire purchase busi- 
ness in Australia was approaching the 
£100,000,000 per year mark. During 
the war years there was a steep de- 
cline, when, in fact, hire purchase was 
practically eliminated, or at_ least 
severely restricted by the operation of 
National Security Regulations. 


In the post-war years there has 
again been a tremendous impetus, both 
to increased production and distribu- 
tion of consumer goods, and to the use 
of hire-purchase facilities to widen the 
consumer market. 


The measurement of hire-purchase 
volume was added in 1953 to the range 
of statistics being compiled by the 
Commonwealth Bureau of Census and 
Statistics. The figures compiled by 
this organisation are confined to the 
operations of those enterprises which 
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WIRE PURCHASE — Continued 


finance the sales of goods at retail but 
which do not sell goods themselves— 
in other words, the recognised finance 
companies. The Bureau has already 
released figures for the March, June, 
September and December quarters, 
1953. The number of transactions 
reached 626,335 at a retail value of 
about £1614m. 


Law. 


It appears to be a natural conse- 
quence of strong industrial and com- 
mercial development, that its growth 
should be accompanied by a body of 
law even though the legal concepts may 
be formulated with some time lag. 
This was definitely the case with hire 
purchase. Legislation was formulated, 
prompted no doubt by the need to de- 
fine more clearly the respective rights 
and responsibilities of owners and 
hirers; but the law is of somewhat re- 
cent origin. 

It was only during the 1930’s that 
some of the Australian States pro- 
claimed a Hire-Purchase Act. As late 
as September, 1941, New South Wales 
had no Act; nor did Tasmania. A Bill 
was hefore the New South Wales Par- 
liament in that year, and became law 
soon afterwards. 


One of the main features in hire- 
purchase Law in the various States is 
to recognise the equity which the hirer 
has built up in the goods during the 
period over which he has been paying 
the instalments. Some modifications 
have also been imposed on the right of 
repossession. Although legislation is 
rarely without some weakness, there is 
little doubt that a background of law 
tends to provide greater stability and 
a eee degree of uniformity of pro- 
cedure. 


Costs. 


Economists and statisticians recog- 
use the relationship between costs, 
volume, and profits. The incidence of 
ed expense makes it attractive to in- 


The Australian Accountant, May, 1954 


crease volume and obtain a lower cost 
per unit by the absorption of the fixed 
expense in a greater number of units. 
This is particularly so in an enterprise 
which has a heavy investment in 
capital equipment and consequently a 
high proportion of fixed expense in its 
cost structure. In such an enterprise 
the break-even point is high, but once 
that point has been passed this kind of 
enterprise reaps a relatively great ad- 
vantage from increased volume. 

Hire-purchase facilities undoubtedly 
help to stimulate demand and this in 
turn has a bearing on ultimate costs 
and prices, in avoiding excessive idle 
time of capital equipment, and slowing 
down of stock turn. In a period in 
which money tends to become tighter, 
there is the probability of business re- 
cession. But this recession is modified 
if no great damage is done to the credit 
structure—especially the hire-purchase 
facilities. 

The liquidity preferences of the 
people may cause them to refrain from 
paying cash for goods even though 
they may be able to do so, but they 
will, in all probability, be prepared to 
“pay as they go” under a hire-pur- 
chase arrangement. Production and 
distribution are maintained at a higher 
level than would otherwise be the case, 
and the problem of idle capacity is not 
so potent. 


Employment. 


A high level of demand for consumer 
goods provides the incentive for in- 
creased production and distribution 
and this stimulus naturally creates a 
high level of employment. With all 
democratic governments practically 
committed to a policy of full employ- 
ment it is almost certain that there will 
be as little interference as possible 
with the important part of the credit 
structure, occupied by hire purchase. 

Even during the war years, with 
considerable control being exercised 
over the economy, hire purchase was 
not unduly restricted as a function, 
and an activity. The restriction was 
placed further back in the sequence of 
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HIRE PURCHASE — Continued 


business transactions, in the control 
which was exercised on the classes of 
goods which were permitted to be pro- 
duced, and the amount of investment 
which was available for any enterprise. 

It was quite apparent that govern- 
ments recognised the significant part 
which hire purchase could play in 
maintaining consumer demand in peace 
time and in its contribution to a higher 
standard of living. 

There was a reluctance to interfere 
with the structure of hire-purchase 
trading even under the exigencies of a 
wartime economy, although some modi- 
fications were incorporated in the 
National Security Regulations with the 
object of providing greater uniformity 
of procedure and a more logical set of 
rules relating to deposits, period of 
hire, and finance charges. In other 
words, to remove from hire-purchase 
trading some of the dangers inherent 
in it, both from the standpoint of the 
owner and the hirer. 

Mr. A. G. Warner, in giving evidence 
before the Board of Inquiry into Hire 
Purchase in 1941, said:— 

“The facility offered by hire pur- 
chase to the masses, to buy steadily 
and continuously upon terms, tends 
to even out the curve of production 
and demand, in such a way as to 
minimise the effects of booms and 
depressions.” 


Taxation. 


Taxation is undoubtedly a _ potent 
force in the National economy. If the 
cycle of business transactions is fol- 
lowed in its full course it is found that 
practically every kind of taxation re- 
venue receives its contribution from 
those goods which are the subject of 
hire-purchase trading—sales tax, pay- 
roll tax, income tax, and so on. 

It was submitted in evidence before 
the Board of Inquiry in 1941, that total 
taxation amounted to about 25% of 
the retail price. At that time the rates 
of taxation had not reached the ex- 
ceptionally high level to which they 
climbed in the following few years. 
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Referring again to the £100m. per 
annum hire-purchase volume in pre- 
war years, and the £1614m. in the 1953 
statistics (finance companies only) it 
can be seen that this form of trading 
pays its way at every turn without 
exacting any more than a fair and 
reasonable return for the attendant 
risks and the cost of performing its 
functions. 


Liquidity. 

The liquidity problems experienced 
during 1952/53 by many businesses 
are too fresh in mind to need any en- 
phasis. Hire-purchase facilities were 
very helpful in many cases to enable 
equipment of various kinds to be pro- 
cured and put into effective use, with- 
out paying out the purchase price ina 
short term. 

Even if the business supplying the 
goods did not provide hire-purchase 
finance, it was usually possible to ar- 
range this facility with some recog- 
nised finance company. Motor vehicles, 
machinery, office machines and, of 
course, farm equipment, came into this 
category. In each case there was 4 
“pay as you earn” basis—the business 
putting the equipment to good use and 
paying as it became effective within 
the enterprise by way of production of 
goods or services and in cost savings. 

Certainly the ultimate price paid 
was greater than would have been the 
case for short-term cash purchase, but 
the additional financing charge was 4 
lesser evil than straining further an al- 
ready severely strained liquidity posi- 
tion. In many instances there simply 
was no alternative to using hire pul- 
chase. 

In most classes of primary produc- 
tion, liquidity is a seascnal problem 
and the financing of farm equipment— 
usually costly equipment—by hire-pur- 
chase has, for a long time, been a grea! 
boon to the man on the land. 

Finance charges sometimes appear 
to be rather heavy, especially in long- 
term hirings, but they are not unduly 
so when it is remembered that these 
transactions create a good deal of of- 
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HIRE PURCHASE — Continued 


fice work, both in the initial stages 
and right through the period of instal- 
ment. Book-keeping, collection follow- 
up, interest on the outlay, stationery, 
postage, and so on, are characteristic 
expenses to be absorbed out of the 
finance charges. These are often a 
small price to pay for the accommoda- 
tion, when it is most needed. 


Inquiry. 


Several references have been made 
to the Board of Inquiry instituted by 
the Fadden Government on 24th Feb- 
ruary, 1941. Members of the board 
were:——Harold William Chancellor 
(chairman), Joseph Benedict Chifley 
(afterwards Prime Minister), George 
Stanley Colman, Marshal James 
McMahon. 

Evidence was taken in _ several 
States from Dealers, Finance Com- 
panies and Hirers. The Board did a 
splendid job, and its findings were 
made available on 17th September, 
1941, and circulated widely. These 
findings were particularly well received 
by business men generally, and the re- 
commendations contained in the report 
of the Board were recognised as a blue- 
print for sound hire purchase pro- 
cedure. 

There were many expressions of 
opinion that the findings may well be 
followed in the years of peace as the 
effect would be to eliminate some of 
the undesirable features of hire-pur- 
chase trading. Among the many sig- 
nificant expressions of the Board the 
following should be mentioned :— 


(1) This system of credit in depres- 
sion times is of value to the com- 
munity. At any time hire pur- 
chase is a definite part of the 
credit structure. 

In times of prosperity there were 
some inherent dangers, especi- 
ally if intensive competition 
served to lower the percentage of 
deposit paid, and consequently 
reduced the immediate equity of 
the hirer to a point which left 
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him careless or casual concerning 
his obligations. 

Hire purchase widens the range 
and class of buyers, and so en- 
larges the turnover of manufac- 
turers, wholesalers and retailers. 


Specialist finance companies 
handle the larger proportion of 
the business. 


Finance charges were 
not to be excessive. 
There should be a standard form 
of Hire Purchase Agreement, 
and all monetary features of the 
transaction .should be clearly 
shown. 


Complaints against finance com- 
panies by hirers were not usually 
substantiated. 

Lack of judgment on part of cus- 
tomer and dealer often lead to 
difficulties during the term of 
hiring. 

In the case of repossession the 
equity built up by the hirer should 
be protected to a reasonable ex- 
tent. 

Legal action arising out of hir- 
ing agreements should be taken 
by the owner in the district 
where the Hire Purchase Agree- 
ment is signed. 

Minimum deposits and maximum 
periods of hiring should be fixed 
carefully in respect of the dif- 
ferent classes of merchandise. 
ann were as un- 
er :— 


Merchandise 
Agricultural 

Equipment 
Motor Vehicles 
Domestic 

Appliances 
Refrigerators . 
Wireless . 
Bicycles . 
Pianos . 


deemed 


Deposit Terms 


331% 8 
334% 14 


years 
years 


20% 


20% 
20% 


years 
years 
year 
20% year 
dew 10% years 

These deposits and periods were re- 
lated to the war-time economy, but 
have been largely characteristic of hire 
purchase trading in the post-war 
years. 
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HIRE PURCHASE — Continued 


(12) A reduction in the volume of 
hire purchase will lead to a re- 
duction in Government income 
from sales tax, income tax and 
customs duties. (Payroll tax 
could now be added). 

There is little doubt that most, if 
not all, these observations would be 
relevant even now. 


Finance. 

A hire-purchase business, especially 
a finance company, faces a very potent 
problem of financial control. This is 
emphasised in a period when business 
is buoyant, and the demands for hire 
purchase facilities are increasing. The 
problem is relatively easy to discern 
but not nearly so easy to solve. It is 
just such a situation which has caused 
finance companies to develop in recent 
years the Short Term Money Market, 
or Debenture financing rather than to 
enlarge their permanent capital struc- 
ture to any marked extent, or to place 
additional reliance on Bank accommo- 
dation. 

The flexibility of short-term financ- 
ing is particularly attractive to finance 
companies which need to be able to ex- 
pand or contract their volume of funds 
as the circumstances dictate. If the 
funds are not available, attractive 
business may have to be refused and 
the repercussions go right back through 
the retailers to the manufacturers. 

On the other hand, on a falling mar- 
ket with less demand, the possibility of 
idle funds becomes a very real con- 
cern to any enterprise which relies on 
the turnover of money to earn its in- 
come and provide its profits. In this 
regard the specialist finance company 
is in a relatively worse position than 
the trading business. 

If a finance company finds that its 
available funds are being used up to 
such an extent that it may have to 
refuse new business, it will usually seek 
to overcome this situation by tighten- 
ing its hire purchase conditions. This 
tightening process usually takes the 
form of increasing the deposit on the 
transaction and shortening the period 
of repayment. 
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The effect is to have a greater im- 
mediate return of cash to the pool so 
that it can be turned over more quickly. 
In other words the cash cycle is 
speeded up. 


Repossession. 

Attention has already been drawn 
to the fact that repossession by the 
owner—usually the finance company— 
is a valuable right under a hire-pur- 
chase agreement. 

Before hire-purchase trading had 
developed a standard of ethics which 
characterise its general procedure to- 
day (even though prompted a little by 
law) there were examples in which 
the unfortunate position of the hirer 
was exploited so that an exorbitant 
profit could be made on the resale of 
the repossessed goods. 

It is fair comment to say that in 
these days repossession is not popu- 
lar either with the trader or the finance 
company. In fact it is avoided as far 
as possible. The repossessed article is 
not often in good condition, when it is 
removed from the possession of the hir- 
er. Repair and reconditioning expenses 
are necessarily incurred before resale 
can be effected. Then there are the ex- 
penses of resale. In the meantime the 
a value tied up in the goods is 
idle. 

One of the greatest deterrents to re- 
possession is to provide for the hirer 
to acquire as high an equity as pos- 
sible right at the outset. That is why 
a hire-purchase “chart” usually pro- 
vides a number of alternatives in re 
gard to deposits, instalments and 
periods of hire. The interest of the 
hirer in retaining possession of the 
goods and meeting his obligations is 
usually related to his equity in the 
goods and the dangerous period is 
usually within the first three months 
of the hiring agreement. 

Repossession, far from being 4 
a blessing to any of the parties con- 
cerned, is generally regarded as some- 
thing to be avoided if at all possible. 
To that end the obligations of the 
hirer may be modified within reason to 
enable him to fulfil his agreement over 
an extended period. 
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HIRE PURCHASE — Continued 


The Banks. 


For several years past the Com- 
monwealth Bank has operated an ac- 
tive hire-purchase department. Start- 
ing with the idea of limiting its facil- 
ities to the financing of heavy equip- 
ment and farm machinery, the range 
of merchandise included had gradually 
been widened rather considerably. 

Hiring charges are generally lower 
than those of the finance companies 
and there are two main reasons for 
this: the Commonwealth Bank is not 
a taxpayer, and the merchandise does 
not include the more risky classes of 
goods. Usually the instalments are 
taken care of by monthly promissory 
notes, held by the Bank and collected 
7, the hirer’s account as they fall 

ue. 

Quite recently the English, Scottish 
and Australian Bank Ltd. announced 
its entry into the hire-purchase field, 
and is developing a function along 
somewhat similar lines to the finance 
companies although with a few very 
significant differences. There are also 
indications of at least one other 
prominent Bank developing an inter- 
est in hire purchase finance. 

These developments are not surpris- 
ing. For many years banks have been 
called upon to provide by way of over- 
draft the financial facilities to enable 
the finance companies to supplement 
their capital structure and te carry 
an increasing volume of hire purchase 
book debts. One such company alone 
has grown from an immediate post- 
war volume of £74m. in book debts to 
£234m. in 1953. 

Probably certain bankers have 
reasoned that if they were to provide 
so much of the working capital for 
hire purchase and receive only the 
modest overdraft interest rate as a re- 
turn on the investment, they may just 
as well be in the business themselves 
for the higher return. 

Whether banks can enter the highly 
specialised field of hire-purchase trad- 
ing in a wide and diversified range of 
merchandise, including goods of com- 
paratively low price and fairly mobile, 
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remains to be seen. Probably bankers 
in their wisdom will seek the services 
of well-trained and highly experienced 
personnel to handle this new depart- 
ment of their business. 

Statistics. 

Among the many branches of statis- 
tical information now being compiled 
regularly by the Commonwealth Bu- 
reau of Census and Statistics are 
Volume of Retail Turnover, and Hire 
Purchase Business. A table can there- 
fore be compiled to ascertain the pro- 
portion of retail turnover which is 
financed by the finance companies 
under hire purchase arrangements. 

If this is done it is found that in 
the March 1953 quarter 7.3% of retail 
business was financed, in the June 
1953 quarter 7.0%, in the September 
1953 quarter 8.2%, in the December 
1953 quarter 8.7%, and for the full 
year 7.8%. This is not altogether an 
informative relationship, ‘because in- 
cluded in the retail turnover are many 
classes of goods which could not logic- 
ally be financed under hire purchase— 
groceries, meat and other foodstuffs, 
for example. Some businesses have re- 
ported that of the merchandise offered 
to customers on hire purchase, about 
70% is financed in this way, the other 
30% being paid for in cash. 

If balances outstanding on hire pur- 
chase accounts from quarter to quarter 
are studied it is found that the trend 
is favourable when relating to the 
volume being financed each quarter. 
The indication is that hirers generally 
are paying instalments regularly and 
there is no sign of balances outstanding 
getting out of proportion to volume 
financed. Of course these figures re- 
late to the finance companies, and 
there is no evidence available that 
those enterprises which are handling 
hire purchase within their own struc- 
ture are faring similarly. 


Results. 


Specialist finance companies are not 
generally among the exceptionally high 
investment yield enterprises. They em- 
ploy a large volume of funds, and in 
a period of expanding business are 
obliged to seek an increasing volume 
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of funds to bridge the gap between 
paying out the money to dealers and 
getting it back from hirers. 

Some of the largest finance com- 
panies, especially Industrial Acceptance 
Corporation Ltd., have been respon- 
sible for developing the “short-term 
money market” in a pronounced way 
in recent years. 

A survey in 1940 showed that 44 
finance companies in Australia had 
shareholders’ funds of £3,561,996 and 
earnings were 13.06% on these funds. 
A similar survey in the same year in 
U.S.A. showed that the ratio of net 
profit to shareholders’ funds had de- 
clined from 19.5% in 1936 to 12.8% in 
1939. 

The tremendous impetus to hire pur- 
chase business in the post-war years 
has caused .a large expansion in the 
capital structure of the specialist com- 
panies, and although profits have been 
large in monetary volume, the relation- 
ship to funds employed is not unduly 
spectacular. The trend is to rely less 
on bank overdraft accommodation, and 
more on flexible short term financing 
to meet the demand for hire purchase 
accommodation. 

Merchandising businesses offering 
hire purchase facilities to their cus- 
tomers are not unmindful of the poten- 
tial profits from this kind of activity, 
and are faced with the important de- 
cision of whether or not to handle the 
matter within their own _ structure. 
The decision involves a consideration 
of available finance, and also a facing 
up to all the implications of a heavy 
load of office and administrative work, 
some of which requires the services of 
experienced specialists in certain func- 
tions. 


In some cases, the decision is based 
on a reluctance to carry the burden of 
staff problems and administration, and 
perhaps a desire to use all available 
funds in production and merchandis- 
ing functions, which the enterprise is 
equipped to handle. 

It is not by any means an easy de- 
cision to make, unless sheer circum- 
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stances dictate the course one way or 
the other. 


Risk. 

Finance companies in the course of 
handling hire-purchase transactions 
acquire a legal title in the goods which 
are the subject of the hire purchase 
agreements. It is extremely doubtful 
if, with the acquisition of legal owner- 
ship, they also accept the full burden 
of risk which is inherent in practically 
any transaction involving payment 
over a projected period of time. 

The agreement between the finance 
company and the dealer is usually one 
of non-recourse and is bound up with 
guarantees of performance to an ex- 
tent which, in large measure, places 
the dealer in the position of being 
the ultimate debtor of the finance com- 
pany rather than the hirer, and the 
finance company in the position of be- 
ing a lender of money on the strength 
of hire purchase agreements backed 
by guarantee. 

It is extremely difficult to gauge the 
future course of hire purchase business, 
particularly that portion handled by 
the finance companies. The post-war 
years have, for the most part, been 
years of business buoyancy, and rather 
intensive competition for the use of 
available funds. 

These conditions naturally favour 
the finance companies, and prompt a 
line of policy which makes safety a key 
word and assured earnings an almost 
foregone conclusion, while working 
capital is being employed fully and 
turning over rapidly. Modification of 
the non-recourse policy and a more in- 
tensive collection procedure may fol- 
low closely any sign of business reces- 
sion. 

Conclusion. 

One thing is certain. Finance com- 
panies generally are developing their 
own capital structures and are tend- 
ing to rely less on large bank over- 
drafts. The capital structure includes 
a good deal of short term, fixed in- 
terest bearing funds, to provide flexi- 
bility. A striking feature of these 
funds is that the interest paid on them 
is a cost of operation chargeable in 
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the Profit and Loss Account of the 
company before arriving at the tax- 
able quantum of profit. In this way 


they differ materially from the funds 
forming the permanent capital struc- 
ture on which the dividends payable 
are appropriations of profit and not 
charges in arriving at profits. 


Velume of Hire Purchase Transactions—March, June, September, December quarters 1953 and balances 
outstanding at end of each quarter (including hiring charges, insurance, etc.). 





vaige 
falue o 
of H/P 

= goods 
Agreements £000 


Number 
Quarter 


Amount 
financed 
£'000 


Average 
s — Average 
a amount 


per : 
agree- financed 


Balances 
outstanding 
on H/P 
Agreements 


% rise 
each 
quarter 








34,299 
34,922 
41,109 
50,877 


142,472 
133,637 
166,587 
193,639 


March, 1958 .. .. 
Jone, 1988 . .. .. 
Reptember, 1953 .. 
December, 1953 .. 


20,486 
20,099 
23,586 
30,175 


£82,826,000 
£84,815,000 
£91,436,000 
£104,906,000 


£144 
£151 
£153 
£153 








626,335 161,207 








94,346 


£151 — - 

















The above table relates to businesses which finance the sale of goods at retail, 


retail goods themselves. 


Total Vaiue of Retail Sales (Relating to approx. 99% consumer retail 
£467,800,000 =—- 7.3% Hire Purchase 
£499,100,000 = 
£502,300,000 == 8.2% Hire Purchase 
£584,500,000 == 8.7% Hire Purchase 


£2, 053,700,000 == 


March, 1953 quarter 
June, 1963 quarter 
September, 1953 quarter 
December, 1953 quarter 


but which do not 


expenditure on goods). 


7.0% Hire Purchase 


7.8% Hire Purchase 





Annual Reports Improving 


The 1953 edition of the survey of 
corporation annual reports, which has 
been issued each year for the past 
seven years by the research depart- 
ment of the American Institute of 
Accountants, shows a marked trend to- 
wards modernization of annual reports. 


Compared with practice seven years 
ago— 


69% show comparative data for 
more than one year, as against 
46% in 1946; 


78% show figures rounded out to 
the dollar, as against 48% in 
1946; 

75% use “income” or “earnings” to 
describe the income statement: 
only 17% are still using the term 
“profit and loss” ; 
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50% use “returned earnings’ or 
similar captions in place of 
“earned surplus”. 

Apparently the swing towards the 
L.LF.O. method of inventory valuation 
has slowed down. In 1953, only 3 out 
of 600 reports studied showed that 
the L.I.F.O. method had been adopted 
during the year, and it had been 
abandoned by one. In 1951, 24 cor- 
porations adopted L.I.F.O. and in 
1950, 44 used it for the first time. The 
survey shows that 31% of the 600 cor- 
porations are now using some L.I.F.O. 
costing. 

The survey, published as a 303-page 
book, under the title “Accounting 
Trends and Techniques”, is available 
from the American Institute of Ac- 
countants, 270 Madison Avenue, New 
York 16, at $10.00, paper bound. It 
includes more than 100 comparative 
tables and 1,500 examples. 
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Fine Points of Commercial Law 


By E. H. COGHILL, LLM., (Librarian of the Supreme Court of Victoria) 


Must the Boss Pay the Bonus? 


pores v. BRAUN, (1954) 1 
A.E.R. 484, was a dispute whether 
the employer had bound himself to pay 
a bonus, or whether it was a matter 
for him to decide, so that the employee 
had no legal rights, but must rely on 
his generosity, if any. 


Plaintiff was defendant’s confidential 
secretary. After she had been with 
him two years, he wrote her a letter 
stating that he was glad she was able 
to take some responsibility. He wished 
she would do this still more, and as to 
salary, he proposed that, in lieu of a 
definite rise, about May of each year 
he would pay “an amount according to 
the trading results of the previous 
financial year.” The same day, plaintiff 
replied, also in writing, thanking him. 

Two years having passed with no 
bonus, she sued him and he took the 
defence that their agreement was not 
intended to create legal rights. 


Starting with the two letters, it cer- 
tainly seemed that they were intended 
to create some binding legal rights be- 
tween the parties. But were they too 
vague for the purpose? 


Clearly, if one buys or sells goods, no 
price being agreed, one must pay a rea- 
sonable price; if one engages help with- 
out specifying the wages payable one 
must pay a reasonable amount, and so 
on. Did it matter that the basic salary 
was fixed and that it was only the “rise” 
which was left unspecified? 

The Court of Appeal, reversing the 
County Court Judge, held that it could 
properly make an order for what it 
might regard as a fair and reasonable 
bonus to pay as an addition to the plain- 
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tiff’s salary. At this stage the parties 
agreed that £25 would be a fair thing, 
and the Court made an order for that 
amount. 


Deeds of Arrangement — 
Failure to Hand Over Property 


B* THE Bankruptcy Act, Sec. 199 
(2) the provisions of Part V of the 
Act are made applicate to Deeds of Ar- 
rangement. By Section 76 (2), which is 
in Part V., a bankrupt who fails to de- 
liver up possession of his property shall 
be guilty of contempt of Court. 


In Re Steigrad, 16 A.B.C. 66, debtor 
had executed a Deed of Arrangement. 
Included in the assets of the debtor was 
a cottage in which (apparently) he was 
living. On being asked to hand it over, 
he did not do so. The trustees desired 
vacant possession so as to be able to 
sell it more readily, and on this applica- 
tion Clyne, J., held that section 76 (2) 
was made applicable by s. 199 (2), that 
the debtor was therefore guilty of con- 
tempt of court, and he issued a warrant 
for his arrest if he did not vacate the 
property within 60 days. 


Wife's Debt in Bankruptcy 


Y the Married Women’s Property 

Act of New Zealand, section 15(1), 
it is provided that any money of the 
wife lent to her husband shall be 
treated as assets of his estate in his 
bankruptcy, under reservation of the 
wife’s claim as a creditor after all 
claims of other creditors for valuable 
consideration have been satisfied. Com- 
pare the (Commonwealth) Bankruptcy 
Act, sec. 85(1). 


The Australian Accountant, May, 1954 
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In Re MOLLER, 1954 N.Z.L.R. 164, 
the debtor, Moller, entered into a Deed 
of Arrangement which incorporated 
the New Zealand rules as to bank- 
ruptcy. He was a builder, and it ap- 
peared that among the debts was one 
for £900 owing to his wife for money 
lent by her to him before their mar- 
riage. Was it affected by the section 
quoted ? 

The Court pointed out that the sec- 
tion refers to “money of the wife”, but 
at the time of the loan Mrs. Moller 
was not a wife, and the fact that she 
afterwards became the wife of the 
debtor did not alter the character of 
the loan so as to bring it within the 
section. She was entitled to prove as 
an ordinary creditor. 


Effect of Conditional Discharge 
N Re WALKER, 16 A.B.C. 69, debtor 
was made bankrupt, was publicly 
examined, was ordered to apply for a 
discharge and did so, and was granted 
a discharge conditional on his consent- 
ing to judgment for £400, to be paid 
by instalments of 30/- per week. He 
consented to judgment, judgment was 
entered against him accordingly, and 
an order of discharge was sealed on 
29th December, 1942. 


In 1952, the Official Receiver applied 
to have his public examination re- 
opened, as he desired to examine the 
debtor “as to his present financial posi- 
tion.” The matter was referred by the 
Registrar to Clyne, J., who found that 
it threw him back to fundamentals in 
bankruptcy administration. 

His Honour held that the order of 
discharge had the effect of releasing 
the debtor from bankruptcy. Thus, 
he might still have some duties to per- 
form; e.g. under s.119(11) as to man- 
agement of his former property, but he 
was no longer a bankrupt. 

If conditions are imposed, as in this 
case, the order of discharge does not 
take effect until the conditions are 
obeyed. Here the condition was that 
he should consent to judgment, not 
that he should pay the judgment debt. 
Accordingly, the discharge had pro- 
perly issued as soon as judgment had 
been entered. If he had failed to per- 
form the judgment, the discharge in 
a proper case might have been revoked. 

The result of all this was that the 
debtor was no longer a bankrupt and 
that there was no jurisdiction to re- 
sume his public examination, and that 
if the Official Receiver wished to exa- 
mine him further, he must first have 
the order of discharge set aside for 
proper reasons. 





Income Tax and Accounting Principles 


A special committee of certified public accountants, appointed by the 
American Institute of Accountants, and headed by Walter L. Schaffer, 
of New York, has issued a report calling for legislation to bring income- 
tax rules into harmony with recognized accounting principles. 


The committee declares that “if, in financial statements, companies 
reported as their income the amounts they are required to report for 
income-tax purposes, the figures would often be subject to sharp criticism, 
if not lead to more serious consequences”. 


The clashes between tax rules and accounting principles involve 
chiefly questions of when certain types of revenue and expense should be 
recognized, and, the committee says, the effect of tax rules often “is to 
improperly advance the reporting of income and to improperly defer the 
deduction of expenses and losses”, producing “utterly erroneous and dis- 
torted results”. 
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In Brief .... 
By GORDON BRUNS 


Within Our Means.—Although Austra- 
lia’s import restrictions have been con- 
siderably relaxed and we are buying 
more abroad, we are still living well 
within our international means, which 
are provided by earnings from ex- 
ports. For the first nine months of the 
fiscal year, the £648 million of exports 
exceed imports by £156 million. This 
margin covers the “invisible” imports, 
of which freight and insurance prob- 
ably account for about £60 million for 
the period. Although it is said that our 
exports may tail off quickly this year, 
because of unusually prompt shipment 
in the early part of the export season, 
and imports may rise further, it still 
seems that we will improve our net 
position over the twelve months to 
June 30 next. 

Fuller details are available for the 
first six months of the year to Decem- 
ber 31, showing that as well as improv- 
ing our foreign exchange holdings, 
Australia reduced her oversea liabil- 
ities by repaying some debt, but she 
also received about £10 million worth 
of dollars through a loan from the In- 
ternational Bank for Reconstruction 
and Development. 


* 


Towards Better Management.—The 
Australian Institute of Management, 
Melbourne Division, in its Twelfth An- 
nual Report for the year 1953, shows 
that it received enrolments totalling 
2,000 for its lectures, conferences, 
study tours and so on, it sponsored re- 
search groups and the publication of 
their results, it published “Manage- 
ment News” monthly, maintained a 
library which handled 4,571 transac- 
tions in the year (visitors, enquiries 
and borrowings), and also arranged a 
number of special meetings for specific 
purposes related to its charter, in as- 
sisting its 1,400 members and others 
towards better management. 
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Protecting the Public—Although the 
investing public does not always 
realise the fact, our stock exchanges 
are constantly watching the public in- 
terest and guiding investors, brokers, 
underwriters and company Officials inte 
the paths of sound and fair practices. 
Occasionally there is public evidence of 
this activity. It’s quite likely that for 
every hundred cases in which the ex- 
change avoids inconvenience and hard- 
ship by exercising a friendly and un- 
heralded guidance to the parties con- 
cerned, one case is made known to the 
public. And it is just as well that the 
public’s confidence is occasionally sup- 
ported by evidence that the ex- 
changes are “on the job.” Hence the 
significance of a recent news item re- 
porting that the Melbourne Exchange 
suspended a company from quotation 
for a short time. In that case, books 
had been closed for a new issue, but 
shareholders had not been informed of 
the terms. Thus the suspension had the 
effect of “warning off” investors until 
details of the issue were available to 
the public, so that all existing and po 
tential shareholders would be able to 
form a reasoned appraisal of the situa- 
tion, and thus make intelligent bids in 
the market. 
* 


Nothing Indispensable.—The prospects 
for many a raw material depend on 
some important use in which the ma- 
terial seems to be irreplaceable. Thu 
the future of lead metal seems assured 
if only because it is used so extensively 
in electric storage batteries—items of 
growing importance in these days of 
electricity and motor transport. But 
a United States manufacturer claims 
to have perfected a battery using 
nickel and cadmium in place of lead, 
with a life up to five times that o 
the conventional lead plate battery. 
The new materials are said to involve 
an additional cost of about $70 4 
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present, so that the innovation is not 
yet at a commercial stage. Similarly 
with the atomic battery, which another 
manufacturer claims to have discov- 
ered. And then there is the report of a 
battery including silicon strips, which 
generates electricity from the sun’s 
rays. Any possibility of lead being 
superseded for batteries is important 
to a leading lead producer like Aus- 
tralia, and reminds us that nothing is 
indispensable. * 


Interest on Savings.—The _interest- 
bearing limit for Commonwealth Sav- 
ings Bank accounts has been increased 
from £1,000 to £1,500 as from June 1, 
and an amendment was passed by the 
Victorian Parliament late in April to 
enable the State Savings Bank of Vic- 
toria to make a similar change from 
the same date. From June 1, the Com- 
monwealth Savings Bank will allow in- 
terest at 2}% on balances from £1 to 
£500, and at 14% on the excess of £500 
up to £1,500. No change is made in in- 
terest paid to societies of various kinds, 
which receive 2}% to £2,000, and 14% 
on any excess. yy 


Watchdogs of the Purse.—The Com- 
monwealth Parliamentary Public Ac- 
counts Committee, whose reports are 
causing a degree of controversy, has 
the following wide duties under the 
Public Accounts Committee Act: 

(a) To examine the accounts of the 
receipts and expenditure of the 
Commonwealth and each state- 
ment and report transmitted to 
the Houses of the Parliament by 
the Auditor-General in pursu- 
ance of sub-section (1) of sec- 
tion 53 of the Audit Act 1901- 
50; 

To report to both Houses of the 
Parliament, with such com- 
ments as it thinks fit, any items 
or matters in those accounts, 
statements and reports, or any 
circumstances connected with 
them, to which the Committee 
is of the opinion that the at- 
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tention of the Parliament 
should be directed; 

(c) To report to both Houses of the 
Parliament any alteration which 
the Committee thinks desir- 
able in the form of the public 
accounts or in the method of 
keeping them, or in the mode of 
receipt, control, issue or pay- 
ment of public moneys; and 
To inquire into any questions 
in connexion with the public 
accounts which is referred to 
it by either House of the Par- 
liament, and to report to that 
House upon that question. 

The Committee also has power to 

carry out such other duties as are as- 
signed to it by Joint Standing Orders 
approved by both Houses of the Par- 
liament. * 


Pocket Money for Travellers.—Fur- 
ther adjustments have been made in 
the procedure and the amounts which 
may be drawn by persons travelling 
abroad. In the case of the dollar area, 
no relaxation has been effected, but 
the procedure has been simplified, and 
Australians may obtain $200 for any 
twelve month period. In the case of 
persons travelling in the sterling area 
on business purposes, the maximum 
has been raised from &stg. 1,300 to 
£stg. 2,000 on the basis of a maximum 
of £15 a day, and for business travel 
in non-sterling non-dollar areas the 
maximum is raised from £stg. 600 to 
£stg. 1,000. *” 


Tighter Company Law in Victoria.— 
The Statute Law Revision Committee 
in Victoria is enquiring into methods 
of tightening the law to deal with 
“fraudulent practices by persons in- 


terested in the promotion of com- 
panies.” It submitted an interim re- 
port on April 22, and State Cabinet 
quickly approved a Bill to amend the 
Crimes Act to make “a wilfully false 
promise” an offence. Some of the alle- 
gations reported in the Committee 
would indicate that legal responsibil- 
ities of auditors might also come under 
review. 
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Monetary Unit Controversy 


By ASHLEY FORSTER, F.A.S.A., F.C.LS. 


N WRITING on this topic, Mr. Thom- 
son appears to me to miss the point 
of discussions in the Journal. For that 
reason, since one of my own contri- 
butions is under discussion some clari- 
fication might lead to that better 
understanding of the problem which 
we all desire and, what is of more im- 
portance, may lead to a better under- 
standing of the need for and purpose 
of these discussions. 


It is not a question of arguing in- 
terminably around the statistical basis 
of adjustments for changes in the pur- 
chasing power of money. The point 
to the discussions is to find, if possible, 
the best solution, then to refine the 
techniques. For that purpose all 
aspects of the ‘matter need to be dis- 
cussed, thoroughly and at length. To 
do so is not to “argue”—as Mr. Thom- 
son puts it. Continued discussion or 
controversy on these matters, so long 
as it is useful and meaningful, is a 
necessary catalytic. 


So many writers seem to assume 
that the problem is newly discovered, 
moreover, that the profession has done 
nothing about it. It seems to be thought 
also that, in some peculiar way, an 
article in the Journal will set the seal 
upon one or another course of action. 
When this is carried to the point 
where one writer is brash enough to 
assert that we must all be made to 
understand his view of the matter 
some reply is clearly essential. Mr. 
Thomson despairs for Mr. Colin Airey: 
knowing Mr. Airey’s competence, such 
‘despair’ is ill-founded for Colin Airey 
is a redoubtable adversary. 


Mr. Thomson enters the lists with 
an already shattered lance when he 
includes in his opening paragraph two 
examples of faulty inference or fal- 
lacies in reasoning: The first is the 
“petitio principii’”—he assumes his 


194 


own case already proven when it re- 
mains to be proved. He follows with 
a “non causa pro causa”—in assert- 
ing that the monetary convention in 
accounting is a root cause of ‘boom and 
slump’ when the cause should be 
sought elsewhere. At least, so it 
seems to me, allowing for differences 
of opinion on these matters. 


Both businessmen and the profes- 
sion have recognised and dealt with 
this problem of the changing pur- 
chasing power of money over many 
years but there do remain areas of 
controversy and of differences of 
opinion. These have been highlighted, 
not only by discussions in this and 
other journals, but also in current text 
books and in other literature. I would 
predict now that it will be a lively 
topic in this journal for years to come, 
but in the course of those years, and 
through such discussion, not only will 
there be wider agreement but also a 
sharpening and perfecting of account- 
ing techniques. 


No solution has yet been proposed 
which has met with a significant de- 
gree of acceptance, either by the 
business world or by the accounting 
profession, although supplementary 
statements have been prepared, and 
index-number conversions and adjust- 
ments have been carried out, for the 
information of top-management, in 
many of the larger organisations. The 
fact that this work is not widely 
known reflects only the absence of 
‘general acceptance’ or unanimity as 
to what is the ‘best solution.’ Litera- 
ture and the text books are many 
years behind the practice of the day. 


It is worth while appreciating that 
no one person determines practices for 
the profession. Anyone may have 8 
judgment as to whether or not a pal- 
ticular accounting procedure conforms 
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MONETARY UNIT — Continued 


to sound principles. If, however, sound- 
ness is the only test of acceptability 
then the only assurance of the reason- 
ableness of the results is in the reputa- 
tion of the person called upon to 
make the judgment. In practice then, 
through training and experience, ac- 
countants make such judgments, and 
act upon them, being prepared to 
justify their own opinion where it is 
contrary to general practice. That is 
the present position in relation to the 
monetary unit in accounting. 


Views help. 


The point to the discussions in the 
Journal, as I view them, is to en- 
deavour not to be didactic about one’s 
own views, but rather to put them for- 
ward to assist in the moulding of 
opinion and to make progress towards 
a greater unanimity. 

Once (e.g.) the idea of submitting 
supplementary statements, and the 
technique of making index-number 
conversions basic to those statements, 
is generally accepted and well under- 
stood, one may then assume such 
changed practice to be sound for the 
reason that it will reflect a major 
segment of favourable opinion from 
those well qualified to make the best 
possible accounting judgments in that 
time and place—the accountants them- 
selves. It is then not so much a case 
of providing an objective test of sound- 
ness, but rather of observing general 
acceptance by the business and pro- 
fessional accounting world as a fact 
supported by objective evidence. The 
best accounting practice will not rest 
upon any more firm ground than this. 

For the time being, and for some 
years to come, while the various pos- 
sible solutions are being tried out in 
the laboratory and in field-tests as it 
were we are not likely to see “two sets 
of final accounts” (whatever they may 
be) in the form of published statements, 
barring the odd pioneer. There are 
Many and diverse problems raised 
and, for what I personally believe are 
sound reasons, there is and will be a 
tendency to confine the information to 
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top management until it is more 
thoroughly tested. 

The American Institute of Ac- 
countants committee on accounting 
procedure, the business-income study 
group working under grants from the 
American Institute of Accountants and 
the Rockefeller Foundation, in its re- 
port “Changing Concepts of Business 
Income,” a committee of the Cana- 
dian Institute of Chartered Account- 
ants, a committee of the Institute of 
Chartered Accountants in England and 
Wales, and the committee on account- 
ing concepts and standards of the 
American Accounting Association have 
all encouraged the use of supplement- 
ary information to show the effects of 
changing price levels and all, except 
the income study group, have advocated 
continued adherence to ‘cost’ in the 
basic account ® (‘cost’ meaning actual 
recorded money outlay). 


Not Root Cause. 

Inflation and deflation undoubtedly 
cause distress and confusion. These 
are not removed by accounting proce- 
dures, nor caused by them. Imprudent 
management may tend to accentuate 
also the peaks and troughs of boom 
and slump and may also tend to per- 
petuate them over time and to retard 
correction or recovery, but it is an en- 
tirely false emphasis to attribute to 
accounting statements or procedures 
the attribute of a ‘root cause’ of boom 
and slump. There are undoubtedly 
strong psychological elements operating 
at points of leading-in to recession and 
moving upwards to recovery. As I 
recall writing many years ago, the 
root cause may lie, not in the banker’s 
parlour, nor in the secret international 
conclaves one reads about in, e.g., “Dy- 
nasty of Death” and “From Smoke to 
Smother,” et al., but out on the 
world’s plantations and oil fields, rice 
paddies and wheatlands; but that, as 
they say, is another story. 

Mr. Thomson apparently does not 
see that the money of account, the 
recorded money outlay, possesses just 
that unifying quality that is basic 





(1) American Institute of Accountants—C.P.A. 
Handbook Ch. 17 (1952). 
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to the function of accounting as a 
matter of recording exchange transac- 
tions as they occur. The answer, as the 
statistician will aver, is indeed use- 
ful, and the stability of its compila- 
tion base enables econometricians the 
world over to play around with all the 
corrective devices their fertile brains 
can lay hold of. 

Ancient Problem. 

This is indeed an ancient problem. 
If Mr. Thomson thinks the present 
generation of accountants are not spry 
enough to settle it once and for all 
let him at least take heart from the 
knowledge that this problem of the 
monetary unit has always been with 
us, even from the earliest days. 

In the days when Pacido wrote the 
first work on double-entry book-keep- 
ing (Venice, 1494) the work in the 
counting houses of the day was of ex- 
treme difficulty because of the chaotic 
state of the coinage of the period. R. 
Brown in his “History of Account- 
ing ...” observes: “.. . each petty 
State, even each important town, had 
its mint and, if we include token coins, 
there was money in circulation which, 
it has been said, was readily accepted 


in one street while it was looked at 
with suspicion in the other...” 


A book-keepers’ first duty then was 
to enter all transactions in _ the 
Memorial or Journal before converting 
the item to the monetary units in 
which he was accustomed to keep his 
accounts! We have advanced a little 
beyond ‘chaos’ of that description. 


In the present times, there is of 
course a solution, of a sort, available 
which acts as a ‘hedge’ against steady 
deflation of purchasing power. You 
enter into two kinds of transactions: 
(1) a contract to pay at a future date 
(Life Assurance) and (2) a contraet 
to supply funds now for repayment 
over that same period with a debt 
fixed in todays ‘coinage’ dischargable 
in the same steadily deflating pounds 
(Terms Home Purchase). I am led to 
believe that this type of solution is 
more widely availed of than the cur- 
rent literature would suggest. Busi- 
ness men habitually hedge in this way. 
Bankers have it down to a fine art; 
though they are reticent about such 
matters, even over a Benedictine after 
a good repast. 





Bank Deposits Higher 


Australian trading bank deposits increased by £259 million in March (latest 
official figures) to £1,363 million—a monthly record. A year ago they totalled 
£1,272 million. 

Advances in March were £84 million up at £6644 million against £594 million 
@ year ago. 


The Australian Accountant, May, 1954 





fT et eS we av ov ee & 


a al 


wt mee 


Audit of Solicitors’ Trust Accounts in Victoria 


HE LAW Institute of Victoria has 

brought to the notice of this 
Society a case in which “A”, a mem- 
ber of the Society, was appointed in 
1948 by a solicitor to audit his trust 
accounts under the provisions of the 
Legal Profession Practice Act 1946. 
“A” filed reports for the years ending 
June 30, 1949 and 1950, which were on 
the prescribed form without any quali- 
fication, but did not file a report cover- 
ing the year ending June 30, 1951. 


In January, 1952, the Council of the 
Law Institute appointed another 
auditor, “B”, to make a special investi- 
gation of the solicitor’s trust accounts 
in accordance with the provisions of 
Section 28 of the Legal Profession 
Practice Act 1946. 

This investigation disclosed a num- 
ber of irregularities in the trust ac- 
counts and that there was a deficiency 
which had existed almost continuously 
for a considerable period. 


The report for the year ending June 
80, 1950, stated that the solicitor’s 
trust accounts had been regularly kept 
and properly written up but when “B” 
asked “‘A” for a list of closing balances 
as at June 30, 1950, the latter replied 
“Unfortunately I have no list of clos- 
ing balances at June 30, 1950. When 
I audited these trust accounts I found 
the books impossible to follow, owing 
to bad writing, indistinct carbon copies 
and lack of detail. . Information had 
to be supplied by the solicitor himself 
before I could ascertain the true posi- 
tion. I told the solicitor to re-write 
his books in such a manner that they 
could be clearly followed: following 
this, the list of balances that I had 
was given to him some time later on 
_ occasion of a casual meeting in the 
street”. 


“A” also did not, during the year 
ending June 30, 1951, make the sur- 
prise visit and comparison required by 
the Solicitors’ (Audit and Practising 
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Certificates) Rules. His explanation 
for this failure was that he had re- 
peatedly made surprise visits to the 
solicitor’s office and repeatedly found 
him to be absent. It was impossible to 
find books, bank statements or any- 
thing else at his office. 


He even telephoned the solicitor, 
warned him of his and the auditor’s 
responsibility under the Act and gave 
the solicitor a week to make the list 
available, which he did not do. Never- 
theless, “A” did not make any report 
of these difficulties to the Law Institute 
of Victoria. 


The Victorian Divisional Council of 
the Australian Society of Accountants 
feels that some members may not ap- 
preciate the responsibilities which are 
involved in their acceptance of ap- 
pointment as auditor under the Vic- 
torian Legal Profession Practice Act 
1946. Whilst there exists the normal 
professional relationship between audi- 
tor and client, there is a further, and 
superior, responsibility to the general 
public. 


A solicitor’s right to continue in 
practice is dependent upon the holding 
of a current practising certificate, the 
issue of which is conditional upon the 
filing of a satisfactory auditor’s report 
for the preceding financial year, and 
which may be cancelled or suspended 
at any time for sufficient reason. 


It is obvious, therefore, that, when 
an auditor becomes aware of facts 
which give rise to a reasonable sus- 
picion that the solicitor may have been 
guilty of a misappropriation of trust 
moneys, it is his duty to report those 
facts immediately to the Law Institute 
of Victoria. It is also apparent that, 
in this case, the auditor did not give 
sufficient thought to the wording of the 
prescribed form of report. 

The Law Institute has also re- 
quested that the following matters be 
brought to the attention of members 
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AUDIT OF SOLICITORS’ 
who may conduct audits of Solicitors’ 
Trust Accounts :— 

(a) The Solicitors’ (Audit and Prac- 

















tising Certificates) Rules require 
that auditors’ reports be filed with 
the Institute on or before October 
31 in each year and it would be 
greatly appreciated by the Insti- 
tute staff if all auditors would en- 
sure that their reports are filed by 
that date. 


In some cases reports have been 
received by the Institute after 
Christmas, and even after the end 
of December. The _solicitor’s 
practising certificate expires auto- 
matically on December 31, and he 
would commit a very serious of- 
fence if he engaged in practice 
without holding a current certi- 
ficate. As a new certificate can- 
not be issued until his auditor’s 
report is received the delay in fil- 
ing the report can cause consider- 
able embarrassment to the 
solicitor. Incidentally, the report 
should be forwarded direct to the 
Institute, and not delivered to the 
solicitor for filing with his appli- 
cation for a practising certificate. 


(b) Paragraph 2 of the prescribed 


form of report requires that the 
auditor shall include all the places 


TRUST ACCOUNTS — Continued 





(c) 








at which the solicitor engaged in 
practice during the period of the 
audit. Where some place has been 
omitted it is necessary for the Sec- 
retary of the Institute to refer 
the report back to the auditor in 
case the possibility of some 
further trust accounts at that 
place has been overlooked. 

It is apparent that some auditors 
do not appreciate the significance 
of the words “the whole of the 
trust accounts as defined by Sec- 
tion 3 of the Legal Profession 
Practice Act 1946” in paragraph 
2 of the report. Where two 
solicitors engage in practice in 
partnership, it is possible for one 
solicitor to be a trustee in an es- 
tate of which his partner is not a 
trustee, and for the accounts and 
assets of that estate to be kept 
separate from the trust accounts 
of the firm. In fact, in one of 
the largest trusts in Victoria, the 
sole trustees are two solicitors, 
each of whom is a member of a 
different firm of solicitors. It is 


for this reason that, in the case of 
a partnership, a separate report is 
required for each partner and the 
report refers to “the trust ac- 
counts of the firm and the separ- 
ate trust accounts of the solicitor”. 





Sterling J mproves 


The gold and dollar reserves of the sterling area rose by more in April than 
any other month since detailed figures were first given in January, 1952. 
The increase totalled 135 rnillion dollars and brought reserves to 2,820 million 


dollars or just over £1,000 million sterling. 
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Current Problems Discussed in 
Overseas Journals 


The last instalment of these notes (February, 1954, issue) carried the review of 


overseas journ 
reviews to January-February, 1954. 


Accounting and Price-Level Changes 


LLOWING on the discussions at 
the Sixth International Congress 
on the subject of accounting and price- 
level changes, the Institute of Char- 
tered Accountants in England and 
Wales invited the Institute of Char- 
tered Accountants in Scotland, the 
Society of Incorporated Accountants 
and Auditors, the Institute of Char- 
tered Accountants in Ireland, and the 
Association of Certified and Corporate 
Accountants, to join with the Insti- 
tute in further study of the problem. 
At the first meeting, Recommenda- 
tion XV of the Institute of Chartered 
Accountants in England and Wales 
was discussed. Later, memoranda on 
behalf of the Scottish Institute, the 
Society, and the Association were con- 
sidered. None of the representatives 
felt that there was any likelihood of 
general agreement being reached be- 
tween the various bodies, and the dis- 
cussion is therefore now regarded 
as closed. Commenting on the dis- 
cussions, the Council of the Institute 
of Chartered Accountants in England 
and Wales has stated “Nothing has 
emerged which makes it necessary for 
the time being for the Council to 
amend or add to the comprehensive 
review of the subject which is con- 
tained in Recommendation XV.” The 
Council’s comments on the discussions 
are reported in The Accountant on the 
16th January, 1954. 

The full text of the statement issued 
by the Council of the Incorporated So- 
ciety for the guidance of members of 
the Society, under the title “The Ac- 
counting Implications of Changing 
Money Values,” appears in The Ac- 
countants’ Journal, January, and The 
Accountant, 16th January, 1954. 

The statement says that “encourage- 
ment should be given, in appropriate 
cases, to the wider use of new con- 
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als up to October-November, 1953. The present instalment brings the 


ventions in calculating the profit shown 
in financial accounts. When accounts 
are clearly stated to be prepared on 
this basis, they should be considered 
an acceptable alternative to those pre- 
pared on the basis of ‘historical 
costs’.” The statement also contains 
suggestions relating to the accounting 
treatment of depreciation and stock- 
in-trade, and to means of ascertaining 
replacement values. 


Observations on Recommendation 
XV by the Association of Certified and 
Corporate Accountants appear in The 
Accountant of 16th January, and The 
Acountants’ Journal, January. The As- 
sociation believes LIFO should be an 
acknowledged and recommended meth- 
od of stock valuation for the purposes 
of the cost or market rule. The As- 
sociation advocates division of depre- 
ciation charges into two parts—one 
calculated on recorded cost, and the 
other a supplementary charge for de- 
preciation on the difference between 
historical cost and current cost. 


The Scottish Institute’s statement to 
members appears in The Accountant, 
23rd January, and The Accountants’ 
Journal, February. The Council of this 
Institute believes that, until some of 
the present divergences of view have 
been resolved on the basis of practical 
experience, “it is clearly inappropriate 
for a professional body to advocate to 
its members the adoption of any parti- 
cular method.” There is no reason why 
an auditor should qualify his report 
on accounts by reason only of some 
disclosed departure from the basis of 
historical cost. 


The Council would welcome experi- 
ments by individual undertakings 
which have as their objective the pre- 
sentation of accounts in which all 
terms in the trading and profit and 
loss account are expressed in monetary 
units of the same purchasing power. 
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CURRENT PROBLEMS — Continued 


In management accounting it is emin- 
ently desirable in many cases that ac- 
count should be taken of changing 
money values. 


The diversity of opinion among 
the Institutes is matched through- 
out the United Kingdom and 
U.S.A. by a similar conflict among 
leading practitioners and teachers. In 
The New York Certified Public Ac- 
countant, January, A. C. Littleton, in 
an article entitled Principles Under 
Challenge, maintains that accountants 
are fully aware of the distinction be- 
tween financial results of manage- 
ment action and financial results of 
economic change, but that separate 
calculation of these financial results is 
unwarranted and that there is no suit- 
able methodology for convincingly 
making it. 

On the other hand, Maurice E. Pelou- 
bet, in The Journal of Accountancy, 
December, in an article entitled An 
Indictment of the Accounting Profes- 
sion for Failing to Deal with Effects 
of Inflation, attacks the conventional 
accounting attitude in most vigorous 
and forthright terms. He says “The 
persistent use of an accounting method 
that continuously overstates earnings 
is one of the most subtle and effective 
weapons with which to destroy private 
capitalism.” LIFO is doing part of the 
work of remedying neglect to deal with 
the effects of inflation, but the problem 
of accounting for fixed assets is not 
being attacked. Mr. Peloubet’s solution 
is a method of sale and lease-back of 
capital assets. 


In The Controller, November, Robert 
Eisner, on Conventional Depreciation 
Allowances versus Replacement Cost, 
says that “even in a period of rising 
prices it is very likely that most 
firms will find replacement costs, cor- 
rectly calculated, to be less than cus- 
tomary depreciation allowances.” This 
argument is supported by illustrations, 
and the surprising result at which 
Mr. Eisner arrives emerges because 
of the growth factor in industry. The 
article brought forth strong replies in 


200 


the January issue of the same Journal 
by Ernest H. Weinwurm and R. K. 
Mautz, and by Frank L. Griffith. 

In The Accounting Review, January, 
Charles E. Johnson, on Inventory 
Valuation—The Accountant’s Achilles 
Heel, says that there are two elements 
in monetary profit—operating margin 
and price gain or loss. He advocates 
separation of these two elements by 
statements showing, firstly, current 
operating margin (excess of revenues 
over current costs) and then adding 
back estimated monetary gain or loss 
arising from price changes (excess of 
current costs over actual costs or vice 
versa). 

The case for LIFO fails, he con- 
tends, because it fails to disclose the 
amount of inventory-price gains and 
losses. In the same issue of The Ac- 
counting Review, George R. Husband, 
on Rationalisation in the Accounting 
Measurement of Income, says that the 
philosophic bases of accounting are 
neither thoroughly established nor 
thoroughly understood. Income is 
properly defined differently for differ- 
ent purposes. Instances of rationalisa- 
tion are the use of several assumptions 
as to cost flows, the rule of cost or 
market, whiehever is the lower, and 
depreciation calculated on replacement 
cost. 


Accounting Concepts 


In The Journal of Accountancy, De- 
cember, Sidney I. Simon, in an article 
entitled How Far Do the Courts Go in 
Upholding Accounting Principles for 
Determining Ineome?, emphasises am- 
biguity of the term Income. He goes on 
to consider the attitude of the Courts 
on such questions as the separate 
statement of income from sources other 
than main operations; the exclusion of 
unrealised income; discounts; depre- 
ciation; and the distinction between 
capital and revenue charges. 

Delmer P. Hylton, in The Account- 
ing Review, January, on Accounting 
Principles: Their General Acceptance 
and Application, maintains that gener- 
ally accepted accounting principles 
should be determined by practising 
certified public accountants and col 
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CURRENT PROBLEMS — Continued 


lege instructors, and not by account- 
ants within industry. He bases his 
case on the qualifications necessary in 
those who should be regarded as com- 
petent to determine principles, namely 
demonstrated proficiency and _ inde- 
pendence, or interest in accounting as 
a rational subject per se. 

In The Journal of Accountancy Feb- 
ruary, Sam M. Woolsey, on Develop- 
ment of Criteria to Guide the Account- 
ant in Judging Materiality, surveys 
the basis used in this connection by 
more than 100 firms and individuals. 
He believes that personal judgment 
must remain the vital element, but the 
article is intended to be of help in 
furnishing a guide to the exercise of 
that judgment. The article should be 
of particular interest to accountants in 
Victoria, who are frequently called 
upon to advise upon that much 
misunderstood section of the Victorian 
Companies Act which requires direc- 
tors to include in their annual report 
a statement whether or not the result 
of the year’s operations, as disclosed 
by the profit and loss account, has 
been materially affected by items of 
an abnormal nature. 


Management Accounting 


One of the most remarkable features 
of the bulletins of the National Asso- 
ciation of Cost Accountants is the 
promptness with which current prob- 
lems are discussed while they are still 
current. It is always a source of ad- 
miration and amazement how the As- 
sociation manages to do this in its 
bulletins month after month. The No- 
vember issue of the bulletin is a typical 
example. During 1953, the economic 
climate in U.S.A. was such that em- 
phasis was necessarily placed on the 
problem of falling demand. Respond- 
ing to this management need, the 
greater part of the bulletin consists of 
articles closely concerned with this 
problem. The articles are as follows:— 

Hartwell A. Greeve: Planning for 

Profit Control when Volume 
Changes. Since 1939 demand has 
been extraordinarily high. This 
cannot continue indefinitely, and 
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the period of readjustment neces- 
sitates planning for profit at 
lower levels of activity. The 
article goes on to discuss profit 
planning at various levels, that is, 
“an evaluation and selection of a 
plan of action for each individual 
factor which contributes to the 
financial result.” 


Roy L. Brittain: Sales Forecasting 


and Marketing Cost Control. This 
article examines the types of basic 
data needed for sales forecasts, 
such as analysis of past sales per- 
formance; study of factors in- 
dicative of the trend of business 
conditions; study of market poten- 
tial; and development of base 
media for the control of market- 
ing costs. Emphasis is laid on the 
use of marketing-cost standards. 


. Gregg Royer: Performance Yard- 


sticks for Sales Management. This 
is a case study showing the use 
of various measures for judging 
efficiency of sales management in 
the building materials industry. 


John P. Murray: Flexing the Flex- 


ible Budget Before—Not After. 
This is a case study of the use of 
the flexible budget in the Air- 
Conditioning Equipment Industry. 
Methods used include strict ac- 
countability by responsibility; 
simplified variable budgeting; full 
participation of all foremen, su- 
pervisors and managers in the 
preparation of budgets; instruc- 
tion in budgetary control for all 
management personnel; budget- 
performance reports by account- 
ability; and determined and ex- 
haustive follow-up of budget vari- 
ations. 


Frank Z. Oles: Budgeting is the 


Road to Cost Reduction. This em- 
phasises the use of budgetary con- 
trol by, and its influence on, 
management for both cost-reduc- 
tion purposes and financial pur- 


poses. 


Paul M. Deal: Continuous Cost Re- 


duction. This is a case study of 
methods of reporting cost-reduc- 
tion achievements in relation to 
budgeted cost reduction in the 
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Electric Motor Manufacturing In- 
dustry. Cost reduction is con- 
trasted with cost control. Cost re- 
duction is the relatively per- 
manent lowering of basic manu- 
facturing or selling costs of a 
product: cost control is holding 
costs within pre-determined lim- 
its. 


Alwyn M. Hartogensis: Cost Reduc- 


tion by Brute Force. This deals 
with the emergency action which 
is often necessary to reduce cost 
by a given amount within a given 
time in circumstances in which 
there is no time to develop scien- 
tific method. In such circum- 
stances, survival comes first, 
scientific method may come later. 
The accountant should be familiar 
in advance with the technique in 
case it becomes necessary to use 
it. 

Marion H. Simpson: Department- 
alization for Lower Cost Levels. 
This deals with departmental re- 
ports on performance in relation 
to budgets. 


D. A. Livingston: Chart Books for 
Better Guidance of Operations. 
This article describes the use of 
arithmetic-scale charts for report- 
ing to management in the chemical 
industry. Charts which are used 
are reproduced. 


Rolfe Wyer: Learning Curve Helps 
Figure Profits, Control Costs. A 
study of the effect of learning on 
costs in the aircraft industry. 

Ruth A. Hanna: Applying Statistics 
to Checking of Vendors’ Invoices: 
This deals with sampling as a 
means of achieving the optimum 
compromise between excessive 
clerical-checking costs and exces- 
sive losses arising from vendors’ 
errors. 

James R. Evans: A New Technique 
for the Accountant—a short note 
on scientific sampling. 

John H. Kempster: You Can Say it 
by Formula. A short note analy- 
sing the difference between re- 
sults under the direct-cost method 
and results under orthodox-ac- 
counting methods. 


Other articles in the December bul- 

letin are:— 

H. G. Miller: Transportation Cost 
Analysis. In many industries 
transport costs are a significant 
percentage of sales price, some- 
times even greater than direct 
labor. They have risen steeply, 
therefore they should be analysed 
intelligently in order to provide 
needed data for planning of future 
sales and purchasing policies. 

Marshall H. Osburn: Inventory 
Control through Commodity Stand- 
ards. A case study of the instal- 
lation of standards for control 


Most of the December N.A.C.A. bul- and reduction of materials inven- 
letin is taken up by six papers on tories. The essence of the system 


the Application of Statistics to Ac- is the maintenance of standard 
counting. These are:— value of inventory for each com- 

: modity, based on the time taken 
Charles B. Allen: Operational Analy- to receive material after an order 


sis—Statistical Approach. This is 
a statistical study of the behaviour 
of operating results, volume and 
period costs in response to 
changes in volume. 


Edward J. Thomas, Jr.: Operations 
Research—a Tool of Management. 
This is a discussion of a scientific 
method for determining in ad- 
vance what effect management 
decisions will have on earnings 
and financial stability. 


is placed; current usage; and the 
desired “cushion” to minimize the 
possibility of interrupted opera- 
tions. The ordering point is de 
termined from these three con- 
siderations and analysis of the 
desirable frequency with which 
orders are placed. 

Charles H. Gleason: Inventory Con- 
trol through Budgeted Turnover. 
This deals with standard turnover 
rates for a finished product. 
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Interesting and useful articles in 
the January issue of the bulletin 


are :— 


Harold F. Russell: The Protection 
of Vital Corporate Records—de- 
scribing the methods used by 
Eastman Kodak to protect ac- 
counting records, plans of build- 
ings and services, research data, 
formulas and the like. 

P. Schimp: Production Unit Ac- 
counting for Department Stores. 
This article contends that depart- 
ment store expenses should be 
judged by reference to work done, 
not by their relationship to sales. 
This can be effected by breaking 
expenses down into cost centres 
and by calculating work-load units, 
for example the number of sales 
transactions as the work load for 
sales audit. 

Four articles on Defence Contracts: 

J. F. Gaither: Expediting Contract 
Termination Claims; 

C. Richard Gunzer: Preparing 
Effectively for Renegotiation; 

R. W. Harwell: Backing Overhead 
claims for Cost-type Contracts; 
H. W. Wright: Defence Department 
Adds to Contract Audit Manual. 
F, A. Youngs: How We Account for 
Motorised Equipment Expense— 
a case study of motorised-equip- 
ment expense accounting used in 

an oil refinery. 


W. P. Canfield: Development of 
Standard Costs for Heat Treat- 
ing—a case study showing how 
standards were developed, first 
from historical costs, then from 
engineering data. The unit used 
is pieces per furnace hour, not 
pounds processed. 

C. W. Bendel: Material Handling 
Overhead Affects Unit Cost. This 
advocates separate analysis of 
materials overhead, which should 
not be included in a blanket over- 
head rate. 

Edward Waygren: Practical En- 
gineering of Burden Distribution. 
Starting from the premise that “a 
cost system is only as sound as 
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the distribution of burden permits 
it to be,” the article describes 
methods used in the compression- 
moulding industry to obtain the 
most satisfactory bases for dis- 
tribution of electric-power costs 
and for development of machine- 
hour and heat rates. 


Wilfred F. Neumann: Budgeted 
Volume—Burden Base for Sea- 
sonal Operation. This is a case 
study of overhead allocation in 
the vegetable-canning industry. It 
advocates overhead allocation on 
budgeted volume, not on actual 
units of production. 


Articles in the February issue of 


the bulletin are :— 


F. J. Muth: Return of Capital Em- 
ployed—A Measure of Manage- 
ment. This article contends that 
the return on capital employed 
should be calculated on total assets 
and not on shareholders’ funds. 


D. G. Mackenzie: Return on Invest- 
ments. The gist of surveys made 
by N.A.C.A. headquarters, at the 
request of members, of the use of 
return on investment as a tool 
with which to appraise operations. 
The surveys disclose an interest- 
ing variety of views as to what 
constitutes the investment “fig- 
ure.” 

Earle N. Martin, Sr.: Equipment Re- 
placement Policy and Applica- 
tion. Questions on which the ac- 
countant should be able to offer 
useful advice are whether to re- 
place or keep old equipment in 
service a little longer, and what 
is the profitable point in replace- 
ment timing. This article describes 
and compares two methods of 
analysing factors involved. 

S. D. Flinn: Use of Accounting In- 
formation for Increasing Sales—a 
plea for better mutual under- 
standing between salesmen and 
accountants and a discussion of 
the kinds of accounting data 
needed to facilitate sales analysis. 

Harry N. Bedford: To Control In- 
ventory—Prevent, Regulate, Elim- 
inate. 
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Robert E. Stockmeyer: Helping the 
Foreman Control Costs, dealing 
with the relationship and _ co- 
operation between the foreman 
and the cost accountant, fere- 
man’s responsibility, and account- 
ing reports to help foreman. 

Roger S. Makepeace: What Hap- 
pens to Costs When We Run Over- 
time? Overtime production to in- 
crease inventory is seldom justi- 
fied. Tests to run overtime should 
be made after a study of the need 
for overtime in order to main- 
tain business; of the profitability 
of overtime production; and of 
internal operating conditions, such 
as bottlenecks. 

The Journal of Accountancy, Febru- 
ary, contains a summary by the 
editorial staff of the Journal, under the 
title Modern Techniques of Financial 
Analysis for Management Planning, of 
views expressed at a conference of the 
American Management Association on 
how to determine capital expenditure, 
what makes budgets work, and ade- 


quate executive compensation. 
L. J. Benninger, on Development of 
Cost-Accounting Concepts and Prin- 


ciples, in The Accounting Review, 
January, discusses the role of the com- 
mittee on cost-accounting concepts and 
standards, American Accounting As- 
sociation, which he describes as an 
exploratory and experimental commit- 
tee. 

In The Controller, November, Paul 
L. Smith, on The Operations Letter as 
the Controller’s Medium of Expression, 
argues for one document giving a 
bird’s-eye view of the entire business 
for the accounting period. The article 
is illustrated with an example. 

In the December issue of the same 
journal. How Monsanto Handles its 
Financial Planning and Control, is a 
description by the vice-president and 
controller, assisted by several of his 
associates, to a conference of the Con- 
trollers’ Institute of the financial plan- 
ning and control programme of Mon- 
santo Chemical Company. In the same 
issue, Adolph G. Lurie, on Financial 
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Reports to Plant Operating Executives, 
discusses the question of disclosure to 
executives at subordinate levels. He 
argues that the advantages of dis- 
closure outweigh the disadvantages, 
and goes on to consider the contents 
of such financial reports. 


In the January issue of The Control- 
ler, J. McCall Hughes, on Know Your 
Office Costs, describes the office-cost 
data used by Mutual Life Insurance 
Co. of New York, and how they are 
developed. One arresting figure which 
he quotes is that it costs 78 cents (of 
which 44 cents is direct labor cost) to 
change an address in all records in 
the home office and agency. 


In The Cost Accountant, January, 
Robert Y. Kennedy, on Comparable 
Costs, describes the use of statements 
of comparable costs as between com- 
panies in the same industry, emphasis- 
ing relative expenditure on each of the 
main activities. The main activities 
are moneying, marketing, material ac- 
quisition and making, and the five 
directions of energy within each ac- 
tivity are managing, prospecting, in- 
specting, recording, and _ sustaining. 
Accounting classification of cost should 
conform to this classification. The 
article stresses the desirability of in- 
tegrated accounting records. 


In the same issue of The Cost Ac- 
countant, David Solomons, on Cost- 
ing Techniques—Their Effect on 
Management Practice Policy, examines 
the limitations of historical costing 
and the value of standard costs and 
budgets. He forecasts that future 
developments will be along the lines of 
simplification, development of margin- 
al costing, and greater application of 
costing to distribution. 


In The Cost Accountant, February, 
F. Clive de Paula considers the control 
of service department costs. This, he 
thinks, should be effected by what he 
calls “two-stage accounting,” that 1 
control of service-department costs and 
control of allocation of such costs. He 
advocates a system of budgetary con- 
trol and a “two-part tariff” for charg- 
ing fixed and variable costs respec- 
tively to user departments. 
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In the same issue of The Cost Ac- 
countant, C. A. Wilkes, The Evolution 
of Management Accounts, traces the 
evolution of accounting from recording 
to control. Attributes of the manage- 
ment accountant, he believes, are a 
thorough grasp of accounting and cost- 
ing techniques, knowledge of statis- 
tics, economics, tax, and general 
finance, and ability to write persuasive 
English. 

Another interesting article in the 
same issue is A. H. Taylor, Organisa- 
tion of Accounts. This article em- 
phasises integration and the use of 
control accounts, which result in four 
accounting planes—control accounts, 
preliminary analysis of control ac- 
counts, cost accounts, and departmental 
accounts. 

H. W. Martin, Some Aspects of 
Managerial Acounting, in The Ac- 
countants’ Journal (N.Z.), January, is 
a broad survey of the nature of the 
service which can be, but is not al- 
ways, given to management by account- 
ing. In the same issue of The Ac- 
countants’ Journal, A. S. Radford, on 
Working Capital Controls in Retailing, 
describes accounting controls over 
stock and credit control. 


Three useful articles in Cost and 
Management, November, are:— 

Herman C. Miller: Costing Your 
Competitors’ Products—a descrip- 
tion of ways in which competitors’ 
costs may be estimated by a scien- 
tific examination of the product, 
its container, transport, conditions, 
raw material sources, and labour 
supply. 

C. M. Bowen: Accounting for Costs 
of Returned Product Repair Un- 
der a Decentralised Plan—a study 
of accounting for the cost of re- 
pairs of products sold under war- 
ranty. 

K. J. Wiloth: Perpetual Inventory v. 
Annual Inventory—a description 
of a perpetual-inventory system in 
operation in a “parts warehouse” 
department. 

In the December issue of Cost and 

Management, John W. McFarlane, 
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Budgeting as a Means to Control 
Manufacturing Costs, describes the 
application of the budget in one de- 
partment of Ford of Canada. In the 
January issue, George Moller, Manage- 
ment Accounting, is a summary of dis- 
cussions by the Hamilton Chapter of 
Society of Industrial and Cost Ac- 
countants of Ontario; Walter F. Renz, 
Computation of Production Require- 
ments for Inventory Control, describes 
a method of “explosion,” that is the 
translation of customers’ orders from 
sales units into manufacturing units; 
and A. M. Mackenzie, Office Wage Ad- 
ministration, is a study of clerical-wage 
policies and practices at the Bell Tele- 
phone Company. 


In The Accountant, December 26, 
1953, Lawrence W. Robson, on Manage- 
ment Accounting for Public Adminis- 
tration, discusses the need for “a 
sharper tool of control in the form of 
operating budgets and standards de- 
veloped on similar lines to those used 
in industrial and commercial concerns 
to ensure effective management of 
public bodies.” His definition of 
managerial accounting is “A compre- 
hensive scheme for reporting on all 
the activities of a concern in line with 
certain established budgets and stan- 
dards to provide effective information 
at frequent and regular intervals for 
all levels of managerial and policy- 
making responsibility.” 


In The Accountant, January 30, a 
short note by Robert W. Wishart on 
The Industrial Accountant in the Fac- 
tory contends that efficiency of the 
factory is the principal objective of 
the cost accountant’s activities. 


Two short notes by Harry Dugdale, 
in The Accountants’ Journal, for De- 
cember and February respectively, deal 
with Aspects of Control Measures 
Afforded, and Sales Planning and the 
Assessment of Marketing Achieve- 
ment. In the January issue of The Ac- 
countants’ Journal, F. A. Callaby con- 
siders Simplification and Standardisa- 
tion to Reduce Cost and Stock Inven- 
tories. 
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An article in Accountancy, Decem- 
ber, by S. C. Tyrrell, on The Manage- 
ment and Organisation of an Account- 
ing Department, is described as “a 
survey having particular reference to 
the evolution of the management ac- 
countant.” It is illustrated with charts 
of functions of management, accounting 
and control reports, and the flow of 
accounting information from original 
documents to the Board report. In the 
same issue of Accountancy, F. E. No- 
lan, on Some Aspects of Branch and 
Departmental Accounting, describes 
the use of branch accounts and depart- 
mental accounts for cost-control pur- 


poses. 


Direct Costing 


The case for and against direct cost- 
ing is argued in The Accounting Re- 
view, January. Oswald Neilsen, stating 
the case for, contends that direct cost 
is a more realistic approach to an 
analysis of joint costs; it permits al- 
location of costs on a temporal basis 
if temporal significance outweighs 
product significance; it enables alloca- 
tion of costs to be made according to 
lines of responsibility for them; it has 
a number of other advantages from 
the standpoint of simplification of 
computations; and it shifts reflection 
of costs in the formal records from the 
expression of a relatively useful in- 
ventory valuation to the analysis of 
costs according to their applicability 
to periods or lines of activity. 

Samuel R. Hepworth, stating the 
case against, admits that marginal- 
cost analysis is important for man- 
agement, but contends that it is 
unnecessary and dangerous to alter 
fundamental accounting concepts in 
terms of the reporting of finaneial 
position and operating results, in order 
to make management marginal-cost 
conscious. 

A report of the data of debate at 
the American Institute of Accountants’ 
Annual Meeting in October, 1953, on 
Direct Costing v. Conventional Cost 
Methods, appears in The Controller, De- 
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cember. Cost and Management, Decem- 
ber, carries an article by N. R. Bar- 
foot entitled What Do You Know 
About Direct Costing? This is another 
statement of the case for and against 
and an examination of the circum- 
stances in which direct costing may 
be suitable. The article stresses the 
need for flexible cost systems. 

In the January issue of Cost and 
Management, Norton M. Bedford, An- 
other Look at Direct Costing, contends 
that the basic objective of product 
costing should be full costing, but that 
a solution must be found for the inde. 
terminate nature of normal capacity. 
The article suggests that costs of long- 
term facilities should be assigned to 
production or to idle capacity on the 
basis of the services which were pur- 
chased and at the time such are used 
or lost. 


Break-Even Analysis 


In The New York Certified Public 
Accountant, January, Lester Ageloff, 
on Economic and Accounting Concepts 
in Break-Even Analysis, says _ that 
common formulas most often fail to 
reflect real conditions. He goes on to 
examine methods by which behaviour 
of costs under various conditions of 
volume may be realistically analysed 
by the break-even method. 


Merchanized Accounting 


In The Journal of Accountancy, 
February, Joseph J. Tucker, in an ar- 
ticle entitled Bookkeeping System Built 
around Typewriter, Reduces Posting 
Errors, Saves Time, describes an in- 
teresting adaptation of the common 
typewriter to bookkeeping purposes. 


The future of electronic business 
machines is examined in an article i 
the December issue of The Internal 
Auditor, by W. P. Livingston, on Auto- 
matic Accounting Machines. The at 
ticle describes newly available equip 
ment, from punch cards to magnetic 
tape and electronic calculators, and 
makes the point that automatic account 
ing is an evolution, not a revolution. 
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Internal Audit 

J. M. Sawyer, Internal Auditing 
from Both Sides of the Fence, in The 
Internal Auditor, December, is an 
examination of the auditor’s and the 
manager’s viewpoint by a man who 
has been on both sides of the fence. 
It emphasises need for the internal 
auditor to develop the faculty of ap- 
preciating the other fellow’s view- 
point. 

In the same issue of The Internal 
Auditor, J. J. MacDonnell, Administra- 
tive-Systems Work and Internal Audit- 
ing—a Co-ordinated Service, is a 
_ statement of the case for combination 

of these two services to management. 
Another article in the December issue 
by John J. Irvine, entitled It’s the 
Company’s Internal Control, main- 
tains that management, and not the 
public accountant, is responsible for 
establishing and maintaining internal 
control. 

Internal control is not merely an 
anti-fraud device (quoting Victor Z. 
Brink), but “the design and utiliza- 
tion of all the means whereby, from a 
fnancial standpoint, management is 
enabled most effectively to safeguard 
the company’s assets, administer the 
current operations, and plan for the 
future.” In the same issue, Alfred L. 
Pilson discusses the language, content, 
method of preparation, and appearance 
of internal auditors’ reports; and 
Harry C. Davies, in an article entitled 
Rare, Medium or Well Done, gives il- 
lustrations of the services rendered to 
Management by the internal auditor. 

Still another article in the Decem- 
ber issue of The Internal Auditor, by 
Charles J. Ghesquiere, 1952-53 inter- 
national president of the Institute of 
Internal Auditors, discusses current 
trends and future expectations in the 
light of the results of a survey by the 
Institute of current practices and of 
experience in his own company (De- 
troit Edison Company). The article 
deals with the status of the internal 
auditor, the scope of his work, re- 
Ports, procedures, and specific respon- 
sibilities. 
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In The Journal of Accountancy, De- 
, George A. Lee describes how 
the internal auditor can properly help 
the independent C.P.A. perform the 
annual audit. Aspects covered include 
accounts receivable, payrolls, depre- 
ciation and other schedules, cash ac- 
counts and special investigations. 
Andor Beretvas in The Controller, 
November, Unrecorded Liabilities in 
Real Estate and Other Transactions, is 
a case study in connection with the re- 
organisation of a large real estate 
system which had faulty accounting 
records. 


Compensation and Pension Plans 

Two interesting short articles in The 
New York Certified Public Accountant, 
December, are 


Thomas A. Meaney: Pension Plans 
for Small Enterprises, which em- 
phasises the advantages of in- 
sured pension plans; and 

Charles S. Wilson, Jr.: Pensions, 
Profit Sharing and the Account- 
ant, which deals with the nature 
of the advice which can be given 
by accountants. 

In The New York Certified Public 
Accountant, January, Charles H. Fred- 
erick, Compensating Executives, dis- 
cusses expenses and fringe benefits, 
insurance, pension and profit-sharing 
plans, employees-savings plan, stock 
purchase, stock options, and deferred- 
compensation contracts. Much the same 
ground is covered in an article in The 
Controller, November, by Ray Hawes, 
entitled Trends in Executive Compen- 
sation. 


Auditing 

In The Illinois Certified Public Ac- 
countant, December, Verden R. Draper 
discusses long-form audit reports. This 
is a critical appraisal with suggestions 
for improvement in such reports, and 
an examination of their typical con- 
tents. Howard F. Stettler, in The 
Journal of Accountancy, January, de- 
scribes a sample tool to assist the 
auditor in statistical interpretation of 
test checks; and in the same issue, P. 
N. Wehr, Jr., suggests how the auditor 
can pick the best time to examine an 
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account: aspects covered in this article 
include cash, accounts receivable, in- 
ventories, liabilities, and contingencies. 


In The Accounting Review, January, 
Howard F. Stettler, in an article en- 
titled Auditing Standards and Com- 
petence of Evidential Matter, con- 
siders the use of physical evidence, 
documentary evidence, and compari- 
sons and ratios in auditing. 


An article by George C. Watt, en- 
titled Some Notes on Witnessing Pay- 
offs, in The Canadian Chartered Ac- 
countant, is a case study of the super- 
— by an auditor of payroll pay- 
offs. 


In the same issue of The Canadian 
Chartered Accountant, Alfred F. Gos- 
ling says that the purpose of profes- 
sional audit is to serve the public in- 
terest in general and the individual in 
particular. He goes on to examine the 
independence of the external auditor 
and his services in fraud prevention, 
advising on internal control, investiga- 
tions, systems advice, and the statu- 
tory audit. 


In The Journal of Accountancy, Feb- 
ruary, James W. Thokey deals with 
some practical aspects of planning and 
executing inventory verification. The 
article considers pre-planning of in- 
ventory taking, the conduct of the in- 
ventory, the verification of records, 
and audit procedures to determine 
whether inventory-taking instructions 
have been followed. 


An article by Alan P. L. Prest in 
Accountancy, December and January, 
on Events Occurring Subsequent to 
the Balance Sheet Date, is a study of 
some specific cases in which such 
events have become important. 


In The Canadian Chartered Ac- 
countant, December, E. D. MacPhee, 
on The Audit of Management Methods 
and Systems, claims that public audit- 
ors should accept responsibility for re- 
porting to investors and management 
on improved management practices and 
procedures, and should not be content 
to deal with financial information only. 
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The Practice of Public Accountancy, 

In The New York Certified Public 
Accountant, November, Max Lourie, 
on Forensic Accounting, deals with. the 
presentation in court of testimony and 
evidence by an accountant. He em- 
phasises the need for accountants to 
learn the difficult art of expert testi- 
mony. 

In The Journal of Accountancy, 
January, Robert E. Witschey enquires 
What Does it Take to be a Successful 
Independent Public Accountant? To 
succeed as a public accountant, a sound 
education, adequate experience, the 
right location, and enough capital are 
needed. The article describes how to 
measure these and how to maintain 
and improve a new practice. 

In The Accountant, December 19, 
1953, F. T. Hunter considers the ser- 
vices which public accountants can ren- 
der to small businesses in such matters 
as audits, cost work, specialised advice 
in industrial accounting, and company 
secretarial work. 


Valuation of Shares 

A case which has aroused great in- 
terest in U.K. is that of C. R. Holt 
and others v. C.I.R., which was re 
ported in The Accountant of 26th No 
vember. The circumstances were that 
the Inland Revenue claimed a valua- 
tion, for estate duty purposes, of 8 
a share for shares of an unquoted com- 
pany. It maintained this claim for four 
years, when after an expert valuation 
it reduced its assessment to 34/- 4 
share. The final determination of the 
Court was 19/- a share. A _ leading 
article in The Accountant, 5th Decem- 
ber, drawing particular attention to 
the long delay in settling this case and 
to the heavy cost to the taxpayer, re 
news a proposal that appeals against 
valuation of personal estate should be 
brought in the first instance before 3 
less expensive tribunal than the High 
Court, a tribunal similar to the it- 
come-tax appeal commissioner. 

Other notes on the case are made by 
R. T. Bell in an article entitled Factors 
Affecting Valuation of Unquoted 
Shares, in The Accountants’ Journal, 
January, and in an article in The Ac 
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countant, 16th January, by L. G. Gra- 
ham-Dixon, on The Valuation of Min- 
ority Holdings in Private Companies 
for Estate Duty Purposes. A full re- 
port of the case and comments on it 
are in Accountancy, January, in which 
the plea for a special tribunal is sup- 


" contribution by an Indian writer, 
Cc. C. Choksi, in The Journal of Ac- 
countancy, January, entitled Setting 
Up the Programme for Valuation of 
Shares of Joint-Stock Companies, deals 
with three viewpoints on valuation— 
the accountant’s—which is based on 
assets value and earning power; the 
businessman’s—which is based on 
market value and the seller-buyer ap- 
proach; and the economist’s—which 
is based on the marginal cost of pro- 
duction and marginal utility value. 
The article goes on to examine six 
methods of valuation. 


Form of Published Accounts 


In The Canadian Chartered Ac- 
countant, December, Gertrude Mul- 
tahy, on The Balance Sheet—Form and 
Presentation, gives the results of 
analysis by the research department 
of the Canadian Institute of Chartered 
Accountants of balance-sheet practices 
ina number of Canadian accounts for 
1949, 1950 and 1951. In the January 
issue the same writer summarises the 
features which impressed the judges 
in making the award given by the 
Financial Post in the last three years 
for the best annual reports of Cana- 
dian companies. In the January issue 
of The Canadian Chartered Account- 
ant, N. R. Moran, in an article entitled 
Suspicion—Cause of Misunderstanding, 
famines the reasons why financial 
statements are not well understood by 
the general public. 


Company Finance 


Accountancy, December, contains an 
editorial on the recommendations of 
the Institute of Chartered Accountants 
in England and Wales on accountants’ 
ports for prospectuses; and in The 
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Accountant, December 12, 1953, C. H. 
Scott, on Public Issues—Preliminary 
Considerations for Private Companies, 
discusses the stages leading up to the 
issue of the prospectus. 


Staff Recruitment and Selection 


Evidently the profession in U.S.A. 
is worried about the difficulty of ob- 
taining suitable recruits for the ac- 
counting profession. The Journal of 
Accountancy, December, announces the 
completion of an American Institute 
of Accountants’ film called “Account- 
ing: The Language of Business,” which 
is designed to attract students to ac- 
countancy as a career. The film is de- 
scribed in Accounting Review, Janu- 
ary, by Bértram Broder. 

In The Journal of Accountancy, De- 
cember, Charles E. Johnson discusses 
three necessary elements in recruit- 
ment of staff and in maintaining 
efficiency and morale. The article deals 
with methods of attracting recruits at 
the college level and steering them to- 
wards preparation for an accountancy 
career, the attraction of graduates into 
the profession, and the retention of 
promising young employees beyond 
the 1-3 year apprenticeship period, by 
making work interesting and ade- 
quately compensated. 

An article by an occupational psycho- 
logist, H. F. Lock, in The Accountant, 
December 5th, on Staff Selection, dis- 
cusses the need to study the demands 
of the job and to consider essential 
and desirable standards for candidates, 
including physical qualities, attain- 
ments, general intelligence, special 
abilities, interests, disposition, and 
circumstances. The article also ex- 
amines sources of evidence and selec- 
tion methods, such as_ interviews, 
tests, and group procedures. 


Social Accounting 

Chas. Lawrence: Some Accounting 
Aspects of National Income Computa- 
tions, in The Illinois Certified Public 
Accountant, December, discusses the 
differences between traditional ac- 
counting concepts of income and 
national “income” concepts. A profit 
and loss statement of a hypothetical 
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company is examined with a view to 
comparing its reflected income with 
the income recognised under national- 
income concepts of gross national pro- 
duct, net national product, and national 
income. 

In The Accounting Review, January, 
Raymond Nassimbene describes the 
use of double-entry accounting in 
national income accounts. The article 
examines the nature of national-in- 
come accounts, the nature of double- 


entry methods used in national-income: 


accounts, and gives an example of 

double-entry accounting applied to the 

ge national-income accounts for 
a. . 

An interesting survey of New Zea- 
land’s National Income Accounts for 
1952-53 is by W. Rosenberg in The 
Accountants’ Journal (N.Z.), January. 
A particularly useful feature of this 
survey is the graphical illustration of 
money flows to show the derivation of 
the National-Income and National-Ex- 
penditure estimates. 


The addresses of publications men- 
tioned in this article are as under:— 


The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 
The Accountants’ Journal, 
22 Bedford Square, 
London, W.C.1, England. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 22, N.Y., U.S.A. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The Controller, 
1 East 42nd Street, 
New York 17, N.Y., U.S.A. 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, 
Wisconsin, U.S.A. 
The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
Cost and Management. 
66 King Street East, 
Hamilton, Ontario, 
Accountancy, 
Incorporated Accountants’ Hall, 
Temple Place, 
Victoria Embankment, London, . 
W.C.2, England. 


Canada. 


The Internal Auditor, 
120 Wall Street, 
New York 5, N.Y., U.S.A. 
The Illinois Certified Public Accountant, 
208 South La Salle Street, 
Chicago 4, U.S.A. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1., N.Z. 
National Association of Cost Accountants’ 
Bulletin, 
505 Park Avenue, 
New York 22, N.Y., U.S.A. 
A.AF. 





ANNUAL AWARDS FOR U.K. 
REPORTS AND ACCOUNTS 


In “Current Problems discussed in 
Overseas Journals,” in the February, 
1954 issue, it was stated that the I 
stitute of Chartered Accountants in 
England and Wales had announced 
that one or more annual awards were 
to be made by the Institute in relation 
to the form and contents of company 
reports and accounts in U.K. 


This was a misstatement. The a» 
nual award is to be made by The Ae 
countant and not by the Institute of 
Chartered Accountants in England and 
Wales. 

The factors which will be considered 
by the panel of judges will include the 
adequacy of the information given and 
its presentation. 

The following gentlemen have cot- 
sented to serve on the panel: 

Mr. Montagu Gedge, Q.C., Chair- 
man; 

Mr. W. L. Barrows, J.P., F.C.A.; 
Sir Harold M. Barton, F.C.A.; 
Lord Latham, J.P., F.A.C.C.A.; 
Mr. Thomas Lister, M.A., C.A.; 
Mr. Bertram Nelson, JP, 
F.S.A.A.; 

Mr. G. Tyser; 

Mr. Derek du Pré, Editor, Th 
Accountant. 
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Auditing Standards 


Victorian Investigation into “Snide” Companies 


The Statute Law Revision Committee of the Victorian Parliament recently con- 
ducted an investigation regarding doubtful companies. 
publicity given to certain statements re Pik 


the Council of the Victorian Division o 


In view of the prominent 


ted to have been made to the Committee, 
he Society decided that it should make an 


official pronouncement. The following is the full text of the statement forwarded 
pve Row by the State President on 27th April to the editors of all the Melbourne 


daily newspapers. 


The Australian Society of Account- 
ants has much pleasure in stating that 
auditing standards in Australia are of 
particular excellence. 

The profession is kept in close touch 
with current thought and developments 
by the provision of libraries, by articles 
in the monthly accountancy journals, 
by lectures, discussion groups and con- 
ventions. Australian text books on 
auditing are recognized as being in 
world class. All of these ensure the 
highest standards of auditing practice 
by members of the professional bodies. 

An audit report should not be con- 
fused with an investigation report 
which is made for the purpose of in- 
clusion in a prospectus for the taking 
up of shares in a company. An audit 
report is a report on the audit of the 
accounts of a company for a particular 
financial year of the Company’s opera- 
tions and is intended for the share- 
holders. 

In the case of a prospectus inviting 
the public to subscribe for shares in a 
Company the promoters rely not upon 
an auditor’s report for shareholders but 
on the investigation report as to the 
Company’s prospects made by an 
accountant appointed for the specific 
ee of making such an investiga- 

on. 

When the investigating accountant 
isa member of a recognized account- 
ancy body the report is uniformly held 
in the highest repute. No member of 
such a body may give or sign a certifi- 
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cate of estimated future profits of any 
business or contemplated business for 
publication on the flotation or contem- 
plated flotation of any company or 
corporation, either public or private. 

In the case of an established business 
being proposed for flotation in Victoria 
as a Company the prospectus must con- 
tain the information specified by Sec- 
tions 34 to 38 and Parts I and II of 
the Fourth Schedule of the Companies 
Act of Victoria. This information in- 
cludes an accountant’s report as to the 
profits made by the business in each of 
the three preceding years and, where 
applicable, the rates of dividends paid 
on all classes of shares for the same 
period, and the classes of shares on 
which no dividends have been paid. 

If an auditor is in any way guilty of 
neglect or improper practice he can be 
called to account by the Companies 
Auditors Board, a statutory body. If 
a member of a recognized accountancy 
body is guilty of any dishonourable 
practice, or of conduct or practices 
derogatory to the profession of an ac- 
countant he is liable to expulsion. 

There may be isolated instances of 
an audit not being all it should be, but 
general statements are impossible of 
reply. Any specific complaint should 
be brought to the notice of the recog- 
nized accountancy bodies. Any specific 
report or complaint to the Australian 
Society of Accountants in respect of 
any of its members will be promptly, 
carefully and fearlessly investigated. 





BOOK REVIEWS 


Murray and Carter’s Guide to Income 
Tax Practice. Seventeenth Edition 
by H. Edwards and Alan M. Edwards. 
Pages 962—IXXXVIII. Published by 
Gee & Company (Publishers) Ltd., 
London. Our copy from Law Book 
Company of Australasia Pty. Ltd., 
Melbourne. Australian Price £4/5/6. 

THIS IS the seventeenth edition of a 

book which was first written in 

1895 with the object (to quote from 

the Author’s Preface) “to produce a 

book which, while being useful to the 

general public, may also be instructive 
to those desirous of closely examining 
particular points of practice’. That 

this is the seventeenth edition in a 

period of over fifty years would seem 

to indicate that the early hopes of the 
author had been fulfilled. It is amusing 
to notice that one of the other hopes 
expressed in the preface to the first 
edition is still a long way from fulfil- 
ment, because it is stated “We are, per- 
haps, justified in thinking that . 
there can be but few points which re- 
main to be decided as regards the con- 
struction of the Acts”. Any modern 
accountant who is engaged in the 
struggle to keep abreast of the spate of 
reports of court decisions on “the con- 
struction of the Acts” might be for- 
given for thinking that the Author’s 
crystal ball must have been a very 

cloudy one indeed. c 
The material in the book is presented 

in twenty-five chapters, each dealing 

with a particular type of income, deduc- 
tion or liability for assessment. The 
text is clearly written and is a most 
concise guide to the intricacies of the 
English Finance Acts. Perhaps the 
most helpful feature of the book is the 
most comprehensive index which ex- 
tends over more than one hundred 
pages—more than ten per cent. of the 
book—and the list of cases covering 
more than eighty pages. of 
Although the book is written pri- 
marily on the English Acts there is still 

a good deal of the matter which is help- 

ful to the Australian practitioner. For 

example, the discussions of the cases 
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which relate to questions of residence 
and the territorial source of income will 
be of interest, because in Australian 
Law, these matters are still largely the 
province of the General Law and are 
not completely covered by statute. The 
treatment of the Double Taxation Con. 
ventions is also comprehensive and 
should be of the greatest use. 

For any Australian accountant who 
is concerned with questions of Unite 
Kingdom taxation this book can he 
most strongly recommended. 


K. C. KEOWN. 


Costing and Accountancy for Solicitors; 
D. J. C. Hopkins; Butterworth & Co. 
(Australia) Ltd.; Pp. 1x+-70 includ. 
ing Index; Price 27/6 net. 


HIS publication provides a service 
which has long been needed by the 
legal profession in this country. 

In this small volume, the author has 
ventured to recommend methods by 
which modern accountancy practices 
can be applied to the practice of what 
is usually regarded as a conservative 
profession. 

Solicitors are required by law t 
comply with a number of statutory re 
quirements as to the keeping of trust 
accounts, and a classified summary of 
these requirements in the States of 
New South Wales, Victoria and Queens 
land is provided in the introduction. 

The main purpose of the book, how- 
ever, is to exemplify to the legal prat- 
titioner by precept and apt diagram 
how budgeting and costing may lb 
simply and easily introduced into 2 
legal practice, whether it be large 
small. 

The author, who writes with a back 
ground of practical experience, recoll- 
mends introduction of a system of cost- 
ing and accountancy which will pre 
vide the practitioner with such infor 
mation as the hourly-expense rate of 
a practice, the amount of costs unpaid 
at the end of each month, whether @ 
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individual transaction has been pro- 
fitable, how much of the working time 
is spent unproductively, a monthly 
valuation of work in progress and 
similar valuable information often un- 
known to a busy principal. 

Whether any individual practitioner 
will take time and trouble to establish 
such a system, and once established, 
operate it on an up-to-date basis, will 
depend on the temperament and train- 
ing of the practitioner concerned, but 
the rewards of increased efficiency and 
income will tempt many to try. 

The legal and accountancy profes- 
sions should be grateful for the 
author’s industry and the practical 
tools he provides. 

L.T.M. 


Employee Remuneration and _ Incen- 
tives: The Institute of Cost and 
Works Accountants, pp. 70; Copies 
obtainable from Gee & Co. (Pub- 
lishers) Ltd., Price 7/6 stg., post 
free. 

IS little publication, prepared by 
the Research and Technical Com- 
mittee of The Institute of Cost and 

Works Accountants from reports of 

branches of the Institute, and written 

by W. L. Withers, is an admirable sur- 
vey of a vitally important subject. 
Its chapter headings indicate its 
wide scope. They are: History; Under- 
lying Principles; Methods in Use and 

Extent of Application; Reasons for the 

Choice of Various Methods; Factors 

Influencing Methods of Remuneration 

and Incentives; Present-day Trends. 

Appendices cover a dictionary of main 

remuneration and _financial-incentive 

systems, earnings and labour-cost curves 
of main systems, and a bibliography. 

Ten main kinds of systems are described 

and commented upon, with no less than 

44 specific systems, the merits and de- 

fects of each of which are summarised. 

A.A.F. 


Statistics for the Cost Accountant: J. 
A. Reece; The Institute of Cost and 
Works Accountants, pp. 38; Copies 
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obtainable from Gee & Co. (Pub- 

lishers) Ltd., Price 5/- stg. 

HIS booklet, in comparatively small 

compass, covers a surprisingly wide 
field, including time series (calculation 
of trend and seasonal variation), aver- 
age and dispersion and index num- 
bers. The application of statistical 
method to market research and 
business forecasting, marginal cost- 
ing (scatter diagrams and curve-fit- 
ting), and statistical control is con- 
cisely described. 

As an introduction to the use of 
statistical method by the cost ac- 
countant and a stimulus to further 
study it is excellent. 

A.A.F. 


Long-Term Report Practices: American 
Institute of Accountants, 270 Madis- 
on Avenue, New York, 16; 162 pp. 
paperbound: Price $3.00. 

STUDY by the Research Depart- 

ment, American Institute of Ac- 

countants, of 52 representative long- 
form audit reports by certified public 
accountants was published by the In- 
stitute in December, 1953. It shows 
that a typical long-form report con- 
sists of 19 typewritten pages, 84” x 
11”, in a brown cover, with four or 
five pages opening out to a larger 
size in order to present comparative 
statements for several years. It in- 
cludes a discussion of operations with 
comparative income statements show- 
ing increase or decrease from previous 
year, items also being expressed as a 
percentage of net sales. It then shows 
comparative balance sheets and com- 
ment on pertinent items, describes the 
confirmation of accounts receivable, 
indicates the ageing of receivables, 
and discusses the examination of in- 
ventory, depreciation methods, changes 
in fixed assets, current liabilities, tax 
returns subject to review, working 
capital and insurance coverage. 

Many long-form reports also include 
comments on the organisation and 
history of the company, details of un- 
usual transactions, dividends declared, 
current ratio, inventory turnover and 
book value per share. 
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News and Notes 


AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


VICTORIAN DIVISION. 
Election of Office-Bearers. 

The following members of the Divisional 
Council have been elected to hold office until 
the next Council Meeting immediately follow- 
ing the 1955 Annual Meeting: State President, 
Mr. J. R. Barber; State Vice-President, Mr. V. 
!.. Gole; Hon. Treasurer, Mr. G. N. Moore. 

In assuming the chair, Mr. J. R. Barber 
thanked members of the Council for the 
honour of electing him to the office of State 
President. He then paid a tribute to the ser- 
vice performed by the retiring President, Mr. 
L. H. Dillon. Many members of the Council 
supported this tribute and it was recorded in 
the minutes of the Council Meeting. 

April Luncheon. 

Approximately three hundred members and 
guests attended the luncheon woeting held on 
13th April. Mr. A. E. Coates, O.B.E., M.D., 
M.S., F.R.C.S., F.R.A.C.S., spoke on the sub- 
ject “Reminiscences of the Japanese”. 

Mr. Coates is well remembered as one of the 
doctors who performed miracles of surgery 
with improvised instruments on the “Burma 
Road”. He spoke on some of his experiences 
as a prisoner of the Japanese for three and a 
half years. Mr. Coates strongly criticised the 


animosity which is still held towards the 
dapanese people as a result of their actions 
during the last war. He advocated a poli 
which would stimulate friendship and good 
between that nation and Australia. 

The State President, Mr. J. R. Barber, 
moved a vote of thanks to Mr. Coates at the 
conclusion of his address, which was carried 
by hearty acclamation. 

Personal. 

Mr. James R. Briggs, F.A.S.A., has retired 
from the position of Town Clerk and Treasurer 
of the City of Caulfield. Mr. Briggs was ap- 
pointed to the staff of the Council in 1913 and 
was Town Clerk of the City for thirty-three 
years. 

Mr. G. K. Scambler, A.A.S.A., A.C.LS, 
A.C.A.A., who until recently, was secretary of 
Briar Ltd., has joined the staff of Messrs. L. 
G. Norman and Cartledge, Chartered Accoun- 
tants (Aust.) Melbourne, with senior respon- 
sibility in their audit section. 

ADDRESS AT THE ANNUAL MEETING 
OF THE VICTORIAN DIVISION BY THE 
RETIRING STATE PRESIDENT, 
MR. L. H. DILLON, A.A.S.A. 

The Annual! Report of the Victorian Division 
of the Society speaks for itself, and we can 
agree that it contains the story of a success- 
ful first year of activity in the Victorian 





BOOK REVIEWS — Concluded 

In the typical report the statement 
of operations is set up to show gross 
profit and various intermediate profits 
before the net income is_ indicated. 
The principal statements are usually 
supported by separate schedules which 
give more detailed information, de- 
pending upon the type of business 
concerned. 

The long-form audit report in U.S.A. 
is usually furnished to the Board of 
Directors, in contrast to the “certifi- 
cate,” or short-form report, which is 
prepared for the information of share- 
holders. It is intended to serve the 
needs of those who require more de- 
tailed information such as managers, 
bankers and other creditors, potential 
investors and other outsiders. 

All the characteristics mentioned 
above of the typical or composite re- 
port, as well as variations in detail 
therefrom, are closely examined in 
Section I of the Analysis, which 
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covers 30 pages. Section II goes 
on to give selected excerpts from 
the reports covered by the An 
alysis and to comment briefly there 
on. Particular interest attaches to the 
examples in this Section of alternative 
phraseology used in reporting on mat- 
ters concerning which details of audit 
procedure, qualifications, disclaimer of 
opinion, or other specific comment are 
desirable. This Section covers 31 pages. 
The final Section consists of five re 
ports selected as_ illustrations or 
examples rather than as models. The 
five reports are actual, though dis- 
guised. 

Altogether, the publication is @ 
striking illustration of the value to 
the individual practitioner of research 
by a professional institute. It will be 
of inestimable value to auditors 
throughout the world, in Australia no 
less than in any other country. AF 
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NEWS AND NOTES — Continued 


Division of the Australian Society of Accoun- 
tants. 

Looking back over the year, I wish to ac- 
knowledge the honour which came my way 
when I was asked to be State President. It 
pleases me greatly to be able to tell you how 
quickly members of your Council, drawn as 
they were from what were separate bodies 
previously, formed into a harmonious hard- 
working group with one wide object in view, 
that of fostering the interests of the Aus- 
tralian Society of Accountants, its members 
and accountants in general. This was 
achieved in good measure, and pride can be 
taken in what has been done to play our part 
in making this Society probably the largest, 
end certainly one of the greatest societies of 
accountants in the world. 

We should be reminded that greatness in a 
professional body carries corresponding re- 
sponsibilities. Our greatness will always be a 
reflection of the individuals who make up our 
rember. How we conduct ourselves individu- 
ally in the pursuit of our profession will de- 
termine our future as a professional Society. 
The ideals of honesty, integrity, impartiality, 
reliability, and so on, to which we aspire con- 
tinuously, have been held, practised, and 
spoken about many times before by members 
of our profession more capable than I am to 
expound them. They, over the years, built up 
for us the status we enjoy to-day, and which 
we now hold in trust for those who will follow 
us In time to come. 

We should keep in our minds the fact that 
our responsibilities—whilst being primarily to 
those we serve directly, whether on a full- 
time basis or through private practice—extend 
tw those sectors of the public who are, and 
will be, influenced by the reports we prepare; 
reports on which goes our stamp of approval 
as portraying truth, accuracy, and fairness to 
the greatest degree of which we are capable. 
_ Such groups are the investors who can, and 
indeed should be influenced by our reports in 
deciding whether to sell shares or to buy 
shares; employees who should be able to judge 
fairly the position and operating results of 
Companies employing them; creditors, 
bankers, and others who may act in respect of 
an enterprise on the strength of accountants’ 
teports; various Government departments in 
their gathering of statistics—in short we have 
social responsibility which, if we discharge 
feithfully, will keep us the great profession 
We are, 

There will be times when pressure is put 
tpon us to depart from what we know to be 
strictly right; to resist such pressure fearless- 
Y not only gives considerable inner satis- 
lion, but earns respect and eventually esteem 
two attributes of the status we enjoy to-day. 
Whilst speaking about matters such as this, 
would be appropriate to refer particularly 
‘one item in the Annual Report, that of the 
Chair of Accounting in the University of Mel- 
bourne. It is hoped that this chair will be- 
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come a reality some time this year. It will, if 
established, do much to enhance our profes- 
sion, and provide for its members many tan- 
gible benefits through research into accounting 
problems. It will serve also to preserve the 
memory of a great man and a friend of long- 
standing to the accountant. I refer to Pro- 
fessor Gordon L. Wood whose untimely pass- 
ing was deeply mourned by all of us. Those 
people and firms who supported the appeal for 
funds, deserve our gratitude for their 
generosity. We should be thankful to those, 
under the capable leadership of Mr. F. 
Lampe, who worked so well during the course 
of the appeal. 

The opportunity is taken of paying tribute 
to another great man, great in our profession, 
great in other circles, and now no longer with 
us. I refer to Mr. Herbert P. Ogilvie, who 
passed away during the year. By the many 
members who knew him, a good friend and 
counsellor was lost. Those who did not know 
him are assured that his influence in the pro- 
fession was good and will be lastingly felt. 

Finally, I would like to say that our admini- 
stration in the capable hands of our Registrar, 
Mr. Donald L. Chipp, and his staff, has done a 
wonderful job this year, particularly in the 
face of considerable extra work brought about 
by the amalgamation. 


NEW SOUTH WALES DIVISION. 
Annual Meeting. 


The Ordinary General Meeting of members 
was held in the Society’s Conference Room on 
Monday, 22nd March, 1954, at 5.15 p.m. The 
State President, Mr. W. P. Henson, occupied 
the chair and there was an attendance of 30 
members. 

The Chairman gave a resume of the activi- 
ties of the Division during 1953 and moved the 
adoption of the Annual Report which was car- 
ried. As there was one nomination only for 
the position of Auditor, the Chairman had 
much pleasure in declaring Mr. Cc. E. 
Wilton, F.A.S.A., duly elected. 

Under the Articles of Association, the first 
Divisional Council holds office for two years, 
and the Chairman explained, as a consequence, 
that there was no election of Divisional Coun- 
cillors this year. All members of the Council 
will retire at 31st December, 1954, and mem- 
bers will be required to elect twelve members 
to the Divisional Council at the next Annual 
Meeting. 


Office- Bearers. 


The following office-bearers were re-elected 
at the April meeting of the Divisional Coun- 
cil:—State President, Mr. W. P. Henson; State 
Vice-President, Mr. E. A. Cupit; Hon. Trea- 
surer, Mr. C. M. Orr. 


Members’ Luncheon. 

The first members’ luncheon for 1954 was 
held at the Trocadero on Wednesday, 10th 
March. A large attendance of members and 
guests listened to an outstanding speaker, Mr. 
I. H. Grabowsky, deliver an address on “The 
Development of Air Transport in Australia”. 
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He dealt mainly with the use of air transport 
in the development of the wide open spaces of 
Central and Northern Australia, and in par- 
ticular the success of the project “air beef”. 
A vote of thanks to the speaker was moved 
by Mr. R. R. Farrell, a Divisional Councillor, 
and carried enthusiastically with acclamation. 


New South Wales Official Liquidator. 

The position of Official Liquidator under the 
provisions of Section 227 of the Companies 
Act 1936 was rendered vacant by the death of 
Mr. R. D. Mayne. The Minister of Justice 
will be pleased to receive applications from 
niembers of this Society to fill the vacancy. 
Applications should be addressed to The 
Under Secretary of Justice, 237 Macquarie 
Street, Sydney. 


Local Government Auditors’ Examinations. 


The next examinations for candidates for 
the Local Government Auditors’ Certificate 
will be held in November, 1954. Full par- 
ticulars are obtainable from the Secretary, 
Local Government Auditors’ Association, 7 
Hamilton Street, Sydney. 


Wollongong Branch Lecture. 

On Tuesday, 6th April, a “Brains Trust” 
meeting was arranged by the Branch Council. 

Four members, Messrs. A. C. Chambers, R. 
G. Gole, T. R. Hansen and W. R. McGeechan 
and a student, Mr. R. M. Banks, were sub- 
jected to a heavy barrage of questions on ac- 
counting matters by a large body of keen ac- 
countancy students from the Wollongong 
Technical College. 

The topics discussed included: “Are Audi- 

tors Necessary?”, “Should an Auditor Report 
on Secret Reserves?”; “What are the Ethics 
of the Profession?”, “Re-valuation of Fixed 
Assets”, “Standard Costs and Inflation”. 
_ In order to avoid the “Brains Trust” suffer- 
ing from complete mental fatigue, the 
Branch Chairman, Mr. A. G. Pennycook, closed 
the meeting at 10 o’clock when the members 
and students enjoyed a well-earned supper. 


NEWCASTLE BRANCH. 


Annual Meeting. 

The Annual Meeting of the Newcastle 
Rranch was held at Mot Hall, Hunter 
Street, on Friday, 26th February, at 6.30 p.m. 

As a result of the ballot, the following 
members were elected to the Branch Council: 
-—Messrs. T. O. Barron, P. E. d’Arcy, R. A. 
Derkenne, A. L. Fraser, R. C. Furness, C. S. 
Hawken, G. ont W. Lund, J. C. Mead, D. 
G. McDougall, H. H. Walls, and P. C. Wyatt. 

At the conclusion of the formal business, 
members attended the first annual dinner of 
the Branch, at which the guests included The 
Honourable F. H. Hawkins, M.L.A., Minister 
for Lands, and The Right Worshipful the Lord 
Mayor of Newcastle, Alderman F. H. Purdue. 

The General and Divisional Councils were 
represented by the General President, Mr. C. 
kt. Hicking and Mr. T. H. Braban. 
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Office- Bearers. 

At the March meeting of the Branch Cou 
cil the following office-bearers were elected; 
—Branch Chairman: Mr. P. E. d’Arcy; Branch 
Vice-Chairman: Mr. P. C. Wyatt. 


CANBERRA BRANCH. 

Annual Meeting. 
On Friday, 26th February, the Annual 
Meeting of the Canberra Branch was held at 
5.15 p.m. at the Hotel Ainslie Rex. The 
Chairman read the report of the returning 
officer and scrutineers on the ballot and de 
clared the following members duly elected to 
the Branch Council:—Messrs. H. E. Bishop, 
H. G. Brooks, D. G. — R. R. Gray, J. A. 
Lang, W. R. Lancaster, T. M. Owen, B. E. 
Owens and R. C. West. Mr. W. J. Parker was 
elected Auditor. 

At the conclusion of the business of the 
meeting, a buffet dinner was held. The 
Divisional Council was represented by the 
State Vice-President, Mr. E. A. Cupit, and Mr, 
N. F. Stevens. 

Office-Bearers. 

At the March meeting of the Branch Cou- 
cil, the following office-bearers were re-elected 
Branch Chairman: Mr. H. E. Bishop; Branch 
Vice-Chairman: Mr. R. West. 


Personal. 
Messrs. D. M. Clarke and Co., Public Ac- 
countants, notify that their office is now 
situated at Suite 3, 2nd Floor, Wingello 
House, Angel Place, Sydney. 


QUEENSLAND DIVISION. 
Annual Meeting. 

The first Annual] Meeting of members of 
the Queensland Division was held on the 29th 
March, 1954, at 7.45 p.m. at “Riverside,” New 
Farm, Brisbane. The State President, Mr. J. 
E. England, presided over a representative 

thering of members, including visitors from 

ockhampton and Toowoomba Branches. 

In opening the meeting, he welcomed al 
present to the first Annual Meeting of al 
members of the Society in Queensland, an 
stated that he was gratified to note the num 
ber of the older members of the former In 
stitutes present at the meeting, together 
many new faces of younger members who 
joined the Society since the amalgamation 
He considered it appropriate that this first 
meeting should be held during the month of 
the visit to Queensland of Her Majesty the 
Queen, and members would have noted that an 
aguscpeiate expression of loyalty to He 

jesty prefaced the printed Annual Report 


of the Division. 
In presenting this report, which had been 
circulated to all members, the State President 
stated that he thought the document was 4 
comprehensive report of the work of 


Council and of the progress made by th 


Society in Queensland se the first year of 


its activities. He expressed the gratification 
of the Council at the number of members 
had taken part in the educational activities 
the Society conducted through its Education#! 
Group and the Acountants and Secretaries 
Educational Society. 
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NEWS AND NOTES — Continued 


The State Vice-President, Mr. R. A. Mc- 
Innes, in seconding the motion for the adop- 
tion of the Report, detailed the scope of these 
educational activities and the Nw ramme 
drawn up for the coming year. e also out- 
lined the manner in which the Society was co- 
vperating with other professional bodies and 
the University of Queensland on matters of 
mutual interest. 

Following the adoption of the Annual Re- 
port, the Treasurer, Mr. R. F. Butt, presented 
the financial statements of the Society and 
explained the basis upon which they had been 
compiled. He pointed out that, as the state- 
nent of assets and liabilities was that of the 
Society and not merely of the Queensland 
Division, the statements would only be receiv- 
ed at this meeting, their adoption being on the 
agenda of the General Meeting of the Society 
te be held in Adelaide in May. He outlined 
briefly the manner in which the accumulated 
funds of the Society were to be used to benefit 
nembers, and indicated that the Society was 
considering the advisability of appointing a 
full-time Research Officer to advance the wel- 
fare of members and to guide the activities of 
the Society in research and educationa] mat- 
ters in each State. 

Mr. A. T. Rees, Hon. Treasurer of the 
Division, seconded the motion and in doing so 
paid tribute to the work of Mr. Butt, both in 
matters prior to the amalgamation and also 
as the first Federal Treasurer of the Society. 

In speaking to the motion, various members 
cummented on different aspects of the 
Society’s work and the financial statements, 
and a suggestion was made that the Statement 
of Assets and Liabilities of the Society might 
in future be published in tabulated form to 
show the figures of each State, similar to that 
of the form of the Statement of Income and 
Expenditure. The motion was then carried 
vnanimously. 

The State President cxplatnes that, in ac- 
cordance with the terms of amalgamation and 
the Articles of Association, the Divisional 

il remains in office for a further year 
and accordingly there was no election of Coun- 
tillors at this nam 

Mr. L. T. Crawford, F.A.S.A., the retiring 
Auditor, was duly re-appointed Auditor for the 
ensuing year. 

In dealing with general business, the Chair- 
man ascertained the wishes of members re- 

the conduct of periodical members’ 

ms and approximately half of those 

nt indicated that if such luncheons were 

they would be able to attend. The Chair- 

tan informed members that Council would 
consider the matter at a future meeting. 

arious members then raised suggestions 
for the consideration of Council, including the 
possibility of some steps being taken to pro- 
tect the term “Accountant” and the advis- 
ibility of the Society issuing for the guidance 
f both employer and employee members a 
tale of salaries for various accounting ap- 
pintments. A long discussion ensued on this 
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matter when the implications and difficulties, 
as well as the advantages, were fully discuss- 
ed. The Chairman informed members that 
their ey would be considered in due 
course by the appropriate Committee of 
Council. 

Upon the conclusion of formal business, the 
State President presented prizes to candidates 
who were able to attend the meeting. These 
were prizes awarded for their results in the 
e€xaminations in 1953. He congratulated 
Messrs. L. J. Dawes, T. J. Curtis, R. F. Percy 
and N. F. Mar Fan on the honours achieved 
during the year, particularly the effort of Mr. 
Mar Fan who had sat for the complete final 
¢xamination in the one sitting, passing in all 
subjects and receiving honours in he of 
them. 

The Chairman then closed the meeting and 
invited those present to. remain for refresh- 
ments served in the Supper Room, when mem- 
bers were able to mingle freely to meet old 
friends and make new ones. 


TOOWOOMBA BRANCH. 


Following a request originating from a 
nieeting of members held in Toowoomba in 
February, the Divisional Council has approved 
the formation of a branch of the Society in 
Toowoomba. 

The first Branch Council comprises the fol- 
lowing members:—Messrs. R. Rose, W. J. 
Cronin, P. J. Seymour, J. W. McIntyre, S. T. 
Bradshaw and A. ‘J. Applegarth. 

Mr. R. E. Ross was appointed Chairman 
and Mr. W. J. Cronin, Deputy Chairman. Mr. 
K. B. Fowler has consented to act as Branch 
Secretary. 

The office of the Branch will be located at 
Mr. Fowler’s office at 203 Margaret Street, 
Toowoomba. Here all the facilities of the 
Society will be available to members and can- 
didates, including a reference library which is 
being set up and should be complete within 
the next month or so. 

Members and candidates resident in Too- 
woomba and adjoining townships may use the 
facilities of this office for the collection of in- 
formation, literature, forms, etc., and the pay- 
rent of subscriptions, examination fees, and 
other items. 

The Branch Council are planning activities 
for members and candidates and all will be 
notified of these in due course, 


ROCKHAMPTON BRANCH. 


A successful meeting of members of the 
Branch was held at Commerce House, East 
Street, Rockhampton, on Friday, 12th March 
1954. The Branch Chairman, Mr. M. A. 
South, presided. 

Members were pleased to know that the 
Branch Council had decided to hold quarterly 
meetings and that the address delivered that 
night was the first of a series arranged by the 
Branch Council. 

Mr. South then called on Mr. A. Watt, 
A4.A.S.A., partner in the firm of Messrs. C. P. 
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NEWS AND NOTES — Continued 


Stumm and Watt, to address members on the 
subject “Adverse Possession of Land”. At 
the conclusion of this address, Mr. Watt an- 
swered a number of questions from which the 
interest of members in this subject was ap- 
parent. 

A vote of thanks to Mr. Watt, moved by 
Mr. A. F. Tannock, F.A.S.A., the Branch 
Deputy Chairman, was carried by acclamation. 
Mr. Tannock also referred to the coming de- 
parture of the Branch Chairman, Mr. South 
and Mrs. South, on a trip overseas and on be- 
half of members of the Branch wished them 
Bon Voyage and a safe return. Mr. South 
suitably responded. 


Educational Group. 

In May, the group will organise a series of 
ciscussions for the period mid-May to end of 
June to cover various aspects and problems of 
costing. Further details will be available next 
month. 


Personal. 

Mr. B. E. Riding, A.A.S.A., has been ap- 
pointed Assistant Under-Secretary (Finance) 
ult the Treasury Department, Brisbane. 

Col. J. L. Amies, F.A.S.A., State Registrar 
of the Queensland Division, has been appoin- 
ted to command the 7th Brigade, C.M.F. Col. 
Amies saw service in the Middle East and in 


New Guinea and elsewhere during World 
War II. 
SOUTH AUSTRALIAN DIVISION. 


Branch at Port Pirie. 


The first Branch of the Society in South 
Australia was formed at Port Pirie on 23rd 
April, when the Chairman, Mr. G. F. George, 
F.A.S.A., and members of the South Australia 
Divisional Council attended the inaugural 
—* of members at the Port Pirie City 

all. 

Mr. George presided at the meeting which 
was attended by 30 members. The first 
Branch Council, consisting of Messrs. C. H. 
Impett, R. H. Harding, J. G. Esklund, F. .R. 
Smith and D. H. Forgan, was appointed with 
Mr. V. A. Prosser as Branch Secretary. 

Following the meeting, the Mayor of Port 
Pirie, Mr. C. L. Davis, M.P., executives of the 
B.H.A.S., and members were invited to hear 
en address on “Management Accounting” by 
Mr. A. A. Fitzgerald, F.A.S.A., Chairman of 
the Commonwealth Grants Commission. 


Obituary. 


It is with regret that we report the death 
of Mr. Arthur Frederick Anderson, a Fellow 
ot the Society. Mr. Anderson was formerly a 
member of the Federal] Institute of Accoun- 
ae to which body he was admitted in May, 
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STUDENTS’ DIVISION. 
VICTORIA 
April Meetings. 

On Monday, 5th April, in accordance with 
the usual custom of this Society, two meet- 
ings were held. 

Mr. Curtis A. Reid, F.A.S.A., F.C.LS., spoke 
en the subject of “Branch Accounts” to a 
record attendance of approximately 135 mem- 
ters of the Society. Following this address, 
Mr. K. P. Brady, B. Com., A.A.S.A., spoke on 
“Private Company Taxation”. 

The Council of the Society is most grateful 
to both of these speakers for the time and 
trouble taken in preparing and presenting the 
addresses. The Council was most gratified at 
the particularly large attendance on this night 
znd looks forward to a continuance in the 
future. 

June Meeting. 

On Monday, 21st June, 1954, a mock Com- 
pany Meeting will be held. The arrangements 
ere in the hands of Mr. L. C. Voumard, B.A, 
LL.B., Senior Lecturer, School of Accountancy, 
Melbourne Technical College. 


SOUTH AUSTRALIAN DIVISION. 


On March 4 a lecture was given by Mr. C. 
M. Donnellan, A.A.S.A., South Australian 
Tutor for Hemingway Robertson Institute, on 
“Preparation for Examinations” which proved 
of assistance to all who attended. 

Members are reminded that subscriptions 
are now due, and also that the Annual 
General Meeting will be held in the Curzon 
Theatrette, Gawler Place, Adelaide, on Thurs- 
day, 17th June. After the business has been 
transacted, the State President of the Divi 
sional Council, Mr. G. F. George, F.A.SA, 
will address the meeting. 


ACCOUNTANTS AND SECRETARIES 
EDUCATIONAL SOCIETY, QUEENSLAND. 
Mr. Douglas A. Jolly, A.A.S.A., has been 
appointed by the Society as liaison executive 
with the Australian Institute of Management 
to organise visits to, and talks at, suitable or 
ganisations. 
The first visit was on Wednesday, 19th May, 
when members of the Society and the Ir 
stitute visited the Brisbane G.P.O. Mail 
Pranch and heard an interesting talk by Mr. 
C. Galvin, an officer of the Accounts Branch, 
on the consolidation of transactions of the 
various post offices, the Treasury accounting 
system, and a comparison of the post office 
accounting system and commercial accounting. 
On 16th June, a party will visit the Chief 
Telegraph Office for an inspection and talk by 
r. F. McCrystal, Assistant Training 
Officer, on the functions, organisation, manage 
ment and control of the department; and ™ 
21st July, the Main Trunk Exchange will be 
visited and Mr. J. W. Robertson, Assistat! 
Superintendent, Telephone Branch, will tal 
on the telephone system, services available, 
trends and proposed developments in We 
system and costs to subscribers as compale? 
with costs in other countries. 
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Visiting Professors oe Taichi 


LEARN from the taxation section 
of the Journal, February, 1954, 
issue, that the United States Income 
Tax Convention provides that where 
a United States professor or teacher 
visits Australia for the purpose of 
teaching during a period not exceed- 
ing two years at a university, college, 
etc. in Australia, the remuneration 
earned by him for so teaching during 
that period is exempt from Australian 
tax. The same exemption, subject to 
the same time limit, is granted in re- 
spect of U.S. tax where an Australian 
professor or teacher visits the United 
States. 


I was surprised (pace, Daniel 
Webster) to learn that the visits of 
professors and teachers from the one 
country to the other were so numerous, 
and that the earnings of these gentle- 
ment were sufficiently high, as to war- 
rant the insertion of a special article 
on their behalf. 


But is it always on their behalf? 
In the case of an Australian professor 
or teacher who goes on a teaching visit 
to the United States, he will, under the 
Article, be exempt from U.S. tax, but 
being so exempt, the salary earned by 
him in the United States will be fully 
taxable in Australia. Under the grad- 
uated systems of both countries, I 
should have thought that if a profes- 
sor went to the United States for, say, 
six months and suffered tax there, the 
two assessments (Australian tax on six 
months in Australia and United States 
tax on six months in U.S.A.) might 
total less than a single Australian as- 
sessment on the whole year’s income. 
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The visiting teacher will certainly de- 
rive the benefit of “simplicity” in that 
he will have to recognise only one 
Caesar, but I doubt if he will be very 
much better off under the Article; as 
indicated above, he might sometimes be 
worse off. 


I remember an old friend, a famous 
singer, who seemed to be in taxation 
troubles in several parts of the world, 
mainly, I believe, because of the in- 
adequacy of his expense allowance. At 
one stage of his career, he was for a 
time a resident of Australia. His posi- 
tion looked grim; it seemed that the 
more he earned, the higher the out- 
standing tax bills became. I warned 
him, in a light-hearted way, that his 
coffin would be full of unpaid income tax 
assessments. Considerable relief came 
from a brief New Zealand engagement. 
The £1,000 or so earned there was taxed 
in New Zealand at the rate applicable 
to that sum. It was exempt from Aus- 
tralian tax under s. 23 (q). If the 
£1,000 or so had been added to my 
friend’s Australian income, the tax 
borne by that sum would have been 
very much higher. 

While reading the note in the Journal, 
I began to think (or to be exact, to 
chatter to myself) about the beginnings 
of universities in Western Europe some 
800 years ago, and, particularly, of the 
University of Paris and its forerunner, 
Peter Abelard. Happily, in the begin- 
ning of university life, the masters 
and scholars were not bound to any 
particular place, and there was a great 
deal of “visiting.” Even after the guild 
or corporation of professors was es- 
tablished in Paris, discontented teach- 
ers and scholars wandered off and 
founded new universities. This is prob- 
ably how the Universities of Oxford, 
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and, a little later, Cambridge, came to 
be established. The word “university” 
is derived from “universitas” which 
was the usual name for corporations 
in the Middle Ages. 

The University of Paris began in 
the old Latin Quarter, which, next to 
the Ile de la Cité, is the oldest part of 
the city. The quarter was so called 
because the universal language of the 
Church was spoken by the masters 
and scholars, and that language was 
Latin. The lectures were not given in 
stately halls for there were none. 
The lectures were given in the Latin 
Quarter, in Rue du Fouarre, or Straw 
Street, so called from the straw laid 
on the floors of the hired rooms where 
the lecturer explained his text book on 
canon law by Gratian, or medical book, 
or treatise of Aristotle, as the case 
may be, while the students squatted 
before him on the straw strewn floor. 

I was delighted to find an allusion 
to this part of Paris in Robert Gib- 


bings’ “Coming down the Seine,” 
joyous Christmas gift from my 
daughter, a book of sheer delight. Gi 
bings’ reference to Straw Street ij 
slightly different from mine. he 
street “takes us back a thousand year 
to the days when the early student 
of learning sat there on pallets of 
straw while their teacher lect 
from the window of an adjoining 
house.” 


Perhaps both versions are true. 0 
sunny days, the master taught from 
the window; on rainy days the student 
went inside. Over the page, Gibbing 
gives us a drawing he has made of & 
section of Rue St. Julien-le-Pauvre) 
which runs parallel to and close bey 
side the Street of Straw. What a bookl 
What a man! What a delight! 


The professors have come a long? 
way from the Street of Straw to a 
place in an international tax treaty. 1 
hope they are happier. 





yw * ason _ aoe Prospe rs 


Treason doth never prosper; what’s the reason? 
For if it prosper, none dare call it treason. 


The Day Wil Pas 


For though the day be never so longe, 
At last the bell ringeth to evensonge. 
Stephen Hawes (who lived in the 15th Century). 


O, areal. 


Sir John Harington (1561-1612). 


When human beings meet they are expected to make noises of some § 


kind, and the fewer ideas conveyed the better. 
“The Human Comedy,” 


Pi 


by James Harvey Robinson. 
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